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COSTS AND PRODUCTION STANDARDS 


Harotp B. WILLIAMSON, A.I.C.A. 


PART III 


BUDGETARY CONTROL 


(1) Fundamentals 


(A) SEASONAL, SECULAR, AND CYCLICAL 
MovEMENT.—Sceientifiec treatment of bud- 
getary control must always include exam- 
ination of variations, secular 
trend, and cyclical fluctuations. Some de- 
tail of the method of arriving at these fac- 
tors will give an understanding of their 
importance and final objective. 


seasonal 


Seasonal variations have reference to 
those short-term variations which, because 
of type of commodity, fashion, climatic 
conditions, ete., affect sales volume at vari- 
ous periods of the vear: monthly, weekly, 
and perhaps from day to day. Years and 
months are used in the example. 

To consider the trade trend scientifically, 
it is necessary to consider the periods not 
only in relation to each other, but to simi- 
lar periods over a number of years, arriv- 
ing at some common basis whereby the peak 
standard of efficient business for any par- 
ticular month can be measured. Over a 
period of time—for instance, the year 1948 


—in the ‘‘caleulation of seasonal index,’’ 
December have a greater turnover 
than June, but this is no criterion for say- 
ing that better business was done relatively 
during the month of December. ‘‘Seasonal 
variations’’ eliminated proves the exact 
opposite. Examination of this phase will 
throw an entirely different light on the 
aspect of budgeting for December. 


may 


The importance of this method of arriv- 
ing at costs standards is obvious; collecting 
of expense detail by analysis of small 
periods of time must achieve better re- 
sults. Analysing seasonal variations can 
discover an ideal vear from the study of 
past figures, and every effort can be made 
to attain and retain the peak business avail- 
able for each month. 


The seasonal index in the example is the 
percentage which the arithmetic mean of 
each individual month over a given period 
of years (thus comprising an ideal annual 
basis 
total. 


are to the monthly average of their 
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Costs and Production Standards—continued 


CALCULATION OF SEASONAL INDEX 
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Application of the index to actual figures 
literally irons out all seasonal differences 
and allows outstanding variations for par- 
ticular periods to be localised and examined 


as to efficiencies. 

As ean be seen on the variations index, 
the ideal year is 1949 when, with variations 
removed, each month has similar results. 


SEASONAL VARIATIONS ELIMINATED 
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For elimination of Seasonal Variations the Arithmetic 


s 152. Any differences are infinitesimal. 


Mean has been taker 


Graphing of Seasonal Index and Budgeting for monthly; 


ately to the Arithmetic Mean of the eleven vears’ 


between Standard and Actual. 


figures 


proportion 
totals allows of compariso) 


If monthly figures are correctly proportioned to the twelve months’ total and 
they are graphed from a monthly mean of that total, trend lines will coincide. 
The accompanying graph illustrates all phases of this analysis. 
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Costs and Production Standards—continued 

Secular and cyclical movement can be 
determined from the same set of figures, 
seasonal variations being nullified by the 
use of annual totals. 

Trade has a tendency, over a long period, 
to rise or fall in a certain general direc- 
tion: this is the long-term, or secular trend; 
but, within that secular period, there is a 
certain ebb and flow of business which, in 
contrast to the trend, is of a wavy design. 
These are the cyclical fluctuations, deserv- 
ing of closer attention, as they represent a 
deviation from trend due to economic fac- 
tors, maybe unavoidable, possibly due to 
efficiency or inefficiency. No better condi- 


SECULAR AND CYC 
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tions could obtain than trend and cyclical 
movement corresponding. 

Examination of the illustration ‘‘Secular 
and Cyclical Movement’’ expresses the 
position after the original figures have been 
dissected to obtain removal of seasonal 
variations. Complete accuracy of trend 
line is obtained by ‘‘mathematical curve 
fitting’’ or ‘‘arithmetie progression,’’ for 
preference using an odd number of years 
Where there are even years, they can be 
split up into half years, the two middle 
half years being zero. The central year is 
the average year from which trend will 
move: the deviation from that time, back 
or forward, being plus or minus the num- 
ber of years concerned. 


LICAL MOVEMENT 
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Annual Movement equals: 
Trend values calculated at 2.5 affect pere 


_The method of least squares (square of 
time deviation) is used to caleulate trend, 
as otherwise the years add out to zero— 
movement up or down being governed by 
whether the annual movement (total of 
original data times time ordinates divided 
by total of time ordinates squared) is a 
plus or minus quantity. If that figure be a 
minus quantity, the plus years will give a 
deduction from the trend ordinate; the 
caleulation being minus the annual move- 
ment times the number ot plus years, the 
trend will fall—a business decline. 
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entages to a very minor degree, if at ¢ 


As seasonal variations have been auto 
matically removed from the study of trend 
movement, any deviation from it is due to 
only one reason, cyclical fluctuation, and 
the percentage of deviation of original 
figures from that line gives the amount of 
such fluctuation. It will be found, on 
graphing the information, that a good fit is 
obtained, cyclical movement being about 
evenly above and below the line of trend. 
A fund of knowledge is available from 
graphical illustration of the many aspects 
of these three phases of budgetary control. 
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SEASONAL, SECULAR, AND CYCLICAL MOVEMENT 
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For detailed study of statistical methods, 
reference can be made to Statistical 
Methods as Applied to Accounting Reports, 
by A. A. Fitzgerald. 

(B) INTEREST AS A PRODUCTION COST; 
(1) Interest on Capital Investment.— 
Interest on capital investment, if included 
as a charge against production, can be 
nothing but a fictitious expense, the only 
intention of which is to boost marginal 
cost, creating a profit within that cost 
which will be further boosted when profit 
percentage is added to cost to obtain selling 
price. 

For this reason it cannot be a portion of 
true marginal cost, nor can it be fixed cost. 
As a charge it would exist perpetually, yet 
can be no part of shut-down costs; it is not 
going to add to the cost of retaining a 
nucleus during a period of inactivity, and 
is nothing that has been paid for at any 
time. The capital has been brought into 
the business solely by its proprietor. 

Its true position can be gauged by 
noting that any selling price above cost 


July Aug. Sep. Oct Nov. Dec 


price less this interest (where included) is 
a gain. 

Stock valuation is cost or market price, 
whichever is lower. With the addition of 
interest, that estimate is anything but con- 
servative, and, as net profit is, in part, 
made up of the gross profit items opening 
and closing stock, it is not an actual but a 
book profit, increased by amounts of in- 
terest. 

Naturally enough, that position could 
not arise where opening and closing stock 
were similar amounts, but it can happen 
periodically if closing stock exceeds open- 
ing. 

Machinery and plant are the instruments 
whereby the desired return on capital will 
be achieved, and the economies of efficiency 
are the means of achievement. 

It has no more reason for inclusion thad 
have dividends due. They are both interest 
on capital which has purchased plant, 
machinery, and the means of production, 
and if simply a ease of business risk which 
the proprietor wants to lessen, then the 
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Costs and Production Standards—continued 
principle of covering it by increasing sell- 
ing price is a poor one. Where there is no 
yariation in selling price there is less per- 
centage on cost when interest is included, 
and implications for its inclusion can only 
be empiric. 


It seems fallacious reasoning to say that 
“the cost of producing goods by labour- 
saving machines cannot be compared with 
the cost of producing by hand unless in- 
terest on machines is included.’’ If in- 
terest on machines is required, so is in- 
terest on the cost of hand-labour, and for 
the same reason—they are both the result 
of capital investment. In the final analysis 
a clear conception of results is only pos- 
sible by comparison of expenses attribut- 
able to true marginal production. 


It is conceivable that a financier, before 
investment of capital, should, for compara- 
tive purposes, require to know the produc- 
tion costs, including interest, of the indus- 
try in which he is interested. This is un- 
derstandable, as money will be attracted to 
the soundest investment; but such a posi- 
tion should not appear in the books of ac- 
count—a statement of costs, plus such in- 
terest, is the only requirement. 


(ii) Interest on Loans.—Interest on 
loans raised is an entirely different propo- 
sition. No part of interest should be in- 
cluded as variable production costs, ex- 
cept that particular proportion which loan 
utilised for purchase of plant, raw mater- 
ial, ete. bears to total loan raised. (Interest 
varies in nature as plant ete. is purchased. ) 
The balance of interest due should be 
treated as a constant cost. 


(C) THe GRAPH AND THE FLEXIBLE 
BupgeTr.—What is wanted by the costs ex- 
pert is the adaptation of graphical illustra- 
tion to cover the needs of a flexible stan- 
dard production budget and create a pic- 
ture against which comparison is possible 
between forecast and actual production; in 
which variance can be plotted and expen- 
diture detailed; further, to obtain from 
that picture the most economic and efficient 
contribution margin, this margin repre- 
senting profit plus fixed expense. 


The capacity graph, detail of which will 
be found in Chapter III, can do this by, in 
the first instance, using budgeted normal 
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costs index as the constant factor with re- 
gard to costs. This index can be extended 
to meet selling price (SP) conditions after 
analysis. 

There are four costs factors to consider : 
normal costs (variable plus fixed), mar- 
ginal costs, contribution margin, and fixed 
expense. These can be equated: 

MC = NC — FE 
CM = SP — MC 
SP = MC+CM 

Marginal costs, simply explained, are the 
variable costs of each unit, or batch of pro- 
duction, except the first. It is a compara- 
tive cost, and could be applied to the first 
unit or batch by comparison with the costs 
of other industries engaged in the same 
type of production. 

Thus, the term ‘‘marginal producer”’ re- 
fers to that enterprise which keeps a close 
and scientific check on individual unit costs 
to achieve peak efficiency of productive 
methods. 

From the production angle alone this 
graph gives a picture of probabilities which 
cannot otherwise be gathered. 

The first question to be asked by manage- 
ment with regard to any given period is: 
‘‘How soon will profits commence to be 
made after first eliminating constant 
costs ?’’ 

This information cannot be gathered 
from the financial books alone, for constant 
costs are expended against production over 
the whole period. On the other hand, the 
capacity graph can supply the information 
with the initial weighting of average unit 
costs, creating a guide for administrative, 
sales, and therefore contribution margin 
efficiencies. 

The break-even principle is to get rid of 
fixed expense as soon as possible for early 
profit probabilities, thus accounting for 
the long downward sweep of the average 
eurve toward break-even point. This point, 
which denotes break-even, selling price, 
and zero of the proportion of factors, is 
the foundation upon which the principles 
of the graph are based. (See also Law of 
Factors, chap. 5, for detail in re above 
assertion. ) 

The initial weight of fixed expense does 
not affect comparison: it draws attention 
to it, and is the reason why the distance 
between average unit and average marginal 
cost (fixed expense) will always be a taper 
affecting contribution margin; but when, 





206 


Costs and Production Standards—continued 
from that sweep, the two curves more 
nearly become parallel, then is the time 
when profits will commence to be made, 
regardless of the profit curve, for the 
simple reason that profit is never likely, 
in any set of circumstances, to eat up 
fixed expense immediately—it is an im- 
possibility. 

Build up the graph from the viewpoint 
of production and production costs, for 
upon them the very lifeblood of the organi- 
sation exists. 


The production engineer plans the poten- 
tialities of the plant at all levels of cap- 
acity; sound budgeting and the joint and 
expert supervision of production engineer 
and costs technician achieves a scientific 
eosts basis for every stage (the flexible 
budget), the sales organisation arrives at 
production requirements, but, as will be 
explained, this is not all. The graph can 
disclose that what will turn out necessary 
profit at 85% capacity may be possible at 
80%, with less production leaving room for 
differential output. 

For this reason production at 100% 
capacity should be examined and the bud- 
get be prepared accordingly. 

If administrative and selling costs have 
already been budgeted for, these can be 
added to production costs, variable and 
fixed, and the graph set up, all these ex- 
penses becoming the constant factor, nor- 
‘mal costs. When this has been done the de- 
sired percentage of profit or cost can be 
proved or ascertained, the same anticipated 
total profit being tried for at other levels 
with possibly a more equitable selling price, 
as can be demonstrated on the graph. 

It is also possible that an increased sales 
programme may have been originally con- 
ceived, but believed impracticable owing to 
an apparently excessive increase in over- 
head caused thereby. The discovery that 
profits are possible earlier than anticipated 
may alter policy entirely, the recasting of 
the budget to meet new conditions, or even 
the installation of additional plant being 
the outcome. : 


As selling price of a product is either 


universal, unalterable, or within’ the 
bounds of estimation, both production and 
costs must be such as to allow of adequate 
return on capital investment. 
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The procedure is easy when unit profit 
can be obtained by the division of total 
production into total profit and selling 
price cannot be exceeded, for the deduction 
of profit from sales price gives the normal 
costs index total. The plotting of produe- 
tion costs on the index reveals the bounds 
which administrative and selling costs can- 
not exceed, discloses their economic sig- 
nificance, and creates an opportunity for 
the application of sound judgment, natural 
ability, and true business acumen to the 
problem of budgeting for them. 

Procedure is somewhat similar where an 
equitable selling price has to be estimated. 
With unit profit and standard unit pro- 
duction costs budgeted for, whether the 
possibility of a certain selling price is 
assured, or all costs have to be ascertained 
for that purpose, the success of an enter- 
prise rests upon reasonable administrative 
and selling expenses. 

No method of arriving at proportionate 
expense is infallible, but where the expense 
to be dealt with is variable, the marginal 
cost curve can act as a guide. 

At break even 27.7, production 2450, 
capacity, 27, examination of the marginal 
unit cost proves that even though profits 
commence the index is no guide to variable 
overhead proportion. 

This expense has gone further toward 
production at that point, decreasing fur- 
ther as production increases (increasing 
return ‘‘Law of Factors’’) until some- 
where round 5300 when the trend of the 
eurve turns upward (diminishing return), 
but the only common relationships that 
can be sought is of the expenses to each 
other, the only true constants being 
material and direct labour. These con- 
stants are a direct line on the graph, their 
proportion times production giving total 
cost, combined ordinates 13.8, material 8.3, 
direct labour 5.5. 

The marginal unit cost curve is the most 
significant fact in costing, and for that 
reason, so is contribution margin. 

Unless variable expenses are in exact 
proportion to each other they will vary, as 
between themselves and production, at all 
levels. Standard costs are considered in 
total and distribution made upon some 
proportionate basis, but the variances 
incidental should be only for the accounts, 
not for statistics. 
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Costs and Production Standards—continued 

As production increases, selling expenses 
can increase or decrease faster than manu- 
facturing expense, possibly never at the 
same rate; the flexible budget should de- 
tail proportions at all levels after the limit 
of expenses allowable has been agreed 
upon, and the graph prepared accordingly, 
being used in conjunction with the 
accounts. 


In the books unalterable Standards are 
set, actual expenses creating apparent vari- 
ances, much of which will iron out over 
total capacity. Standards, plus or minus 
variances equals average marginal unit, 
or marginal cost curve; in other words 
complete standards make a straight line 
break-even chart, and mean as regards 
the graph, purely a series of parallel lines 
run across from the normal cost index. 

The only true variances are those remain- 
ing after all periodical variances have been 
treated as one, not those discovered in 
dealing with certain batches of production 
over a period when standards are unalter- 
able. The true standards are the plotting 
of every level of the flexible budget on 
the capacity graph, all variables plotted 
according to the production at each level, 
because any production having similar 
variable expense, profit, and fixed costs can 
have dissimilar break-even points; that 
is, levels of production where profits have 
disposed of fixed expenses. Where heavy 
variable expense is incurred early, break- 
even point will be later, the averages and 
marginal curves being lower to compensate. 


On the chart break-even point 
capacity 27, is at production 2450, for 
profit £37,500. It could be 27.7, at pro- 
duction 3800, capacity 40, with no altera- 
tion in costs, the only significance being 
that in this case the average marginal and 
marginal cost curves would take a lower 
compensating sweep at about 6300, costs 
per unit becoming less. Cost volume profit 
ratio can thus vary at every level of 
production, giving desired profit over a 
complete financial period, with the keenest 
Variances ascertained by means of the 
graph ; not otherwise. 


27.7, 


Follow a routine somewhat as follows: 


(1) Set up the graph from production 
standards and capacity. 
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(2) Plot in average variable and mar- 

ginal costs from the flexible budget. 

(3) Plot actual costs against standards 

periodically. 

When all variances disclosed in this man- 
ner can be properly accounted for, there 
is no necessity for further worry; there 
will be an entirely different finality reached 
than would be for book variances arrived 
at by reason of standards set to remain 
unaltered over a long period, which never- 
theless fulfil their duty being set for com- 
parative purposes. 

These standards plus or minus 
variances equal current marginal 
which in turn can be compared with the 
graph set to standard flexible figures. Any 
variances discovered at this stage are the 
ones that count. 


book 


costs 


Using budget figures, plot average unit 
cost, average marginal cost (not average of 
marginal product) plus production cost 
detail; thus administrative and _ selling 
costs can be analysed with regard to con- 
tribution margin. 


The principles underlying construction 


of the graph should be mastered before 
attempting the following analysis, details ~ 
for which are: 

Total Average 


Variable Marginal 
£'s Cost 


20,000 ... 25 
40,000 ... 23.53 
60,000 22.2 
80,000 ... 21.05 
100,000 ... 20 
120,000 19.05 
140,000 18.92 
160,000 19.51 
170,000 20.12 
90... 8,700 180,000 20.69 
100... 9,000 200,000 22.2 


These, and all figures quoted, are as used 
in construction on the capacity graph. 


Capacity Production 


ae 800 
20... 1,700 
30... 2,700 
40... 3,800 
50... 5,000 
60... 6,300 
70... 7,400 
80... 8,200 
85... 8,450 


To get rid of constant costs as quickly 
as possible should not be the object; the 
sooner break-even point is reached the 
greater is the percentage of profit on cost. 
This may be economical, but need not be 
efficient production; the later break-even 
point is reached, if not due to increase in 
constant costs, the more efficient may prove 
the production machine. Higher rate of 
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output requiring less contribution margin 
is resultant, and this conducive to lower 
selling price for return of necessary profit. 

Used solely as a production graph all 
this information is present; it can advise 
as to the limits for sales and administrative 
expenses much more clearly than a mass 
of statistics, and can detail profit prob- 
abilities under many and varying con- 
ditions. 

Adding profit as a percentage on cost to 
the norma! costs index, and the addition 
of the standard profit curve, prepares the 
graph for full comparison of standard and 
actual figures. 

Against this standard graph actual pro- 
duction is plotted; capacity at any given 
period is known, costs and production are 
obtained from the accounts and production 
schedules. 

The average of variable expense at all 
production levels is the keynote of the 
system; fixed expense is included in the 
contribution margin. With production at 
capacity, the average variables (average 
marginal costs) would be averaged as were 
the original standards, distinguishing with 
differently coloured ink. Average and 
standard unit costs are immediately com- 
parable, as are profits and profit analysis 
for any given period. Graphical check 
might also obviate the necessity of checking 
variances unless beyond certain limits, 
proportion of each type of actual variable 
expense being plotted in by reference to 
its standard base for this purpose. 

Decrease in contribution margin is 
shown if actual average marginal curve is 
above standard; if below, it is an increase, 
as there will be a decrease in marginal cost. 


Standard profit curve is the line of 
demarcation. Anything above it is loss, 
and vice versa, and that loss is of contri- 
bution margin plus the percentage of profit 
in that loss (profit is a percentage on cost). 


Loss of contribution margin is variance 
(loss of anticipated profit) as fixed expense 
is static. 

Thus a true production picture can be 
created which is much more than a ledger 
analysis of cost detail. It is a conception 
of actual results after that important item, 
fixed expense, has been liquidated. 
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(D) BupGeTiInc FoR MARGINAL anp 
DIFFERENTIAL Costs.—Administrative, ad- 
vertising, selling and distribution expenses 
must be synchronised with production costs 
to obtain complete standardisation and 
efficient marginal and differential costs, 
Standard production efficiency and admini- 
strative and selling inefficiency make a very 
poor combination, and that is the exact 
position without total standard variances, 
All accounts should be budgeted for and 
distributed in a manner similar to that of 
factory overhead; for the difference be- 
tween production costs and ‘‘cost to make 
and sell’’ may be the difference between 
efficiency and inefficiency. 

The transfer of finished goods at 
standard cost to cost of sales, plus attribut- 
able proportion of administrative and sell- 
ing expenses at standard, gives standard 
marginal cost plus fixed expense; a very 
important objective. Costs can then become 
an integral part of the financial system; 
their business to define marginal or differ- 
ential production. 

With this transfer (stock ledgers should 
disclose both real or true (standard costs), 
and actual costs), all variances upon sales 
can be collected under the one head. Total 
comparison is  thus_ visible between 
budgeted and actual, and net profit upon 
sales can be ascertained. 

This can imply complete conversion of 
the financial books so far as gross and net 
trading profit is concerned; total costs 
incidental to ‘‘cost to make and sell’’ being 
collected under main accounts in the costs 
books and transferred to production 
periodically at standard. Variances close 
the expense accounts. 

Gross trading profit can be determined 
by transfer of administrative and selling 
expenses (detail journalised if required) 
from cost of sales to profit and _ loss 
(trading) and raising of trading account 
in the usual manner. Variances relating 
to gross profit can be written back to 
trading, and net profit variances to profit 
and loss. 

It may be considered impracticable or 
undesirable to make the cost system wholly 
self-contained owing to certain financial 
aspects such as employees’ provident fund 
and income tax (employees), necessity for 
profit and loss detail, ete.; in which case 
controlling accounts can be kept in the 
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financial books and the costs kept under 
a self-balancing system. Reconciliation can 
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be accomplished by agreement of net trad- 
ing profit, costs, with net trading profit, 
head office ledgers. 


(2) THE BUDGET 


PRODUCTION STANDARDISATION 


STANDING ORDERS 
(Overhead) 
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(Machine Load and 
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(A) Propuction STANDARDISATION.—The 
chart clearly demonstrates the method by 
which all indirect charges can be synchron- 
ised with production. Planned production 
is the first consideration and this should be 
obtained by close co-operation between at 
least the production engineer and the sales 
manager. If it is a new enterprise the sales 
manager should know the market potentiali- 
ties of the goods, or types of goods, to be pro- 
dueed; the production engineer know the 
capacity of the plant for production. When 


Products 





ny 


“i 


Standard R.P.H. 
Machine 1, Dept. A. 


there is a surety of wide demand there are 
no difficulties, as the sales manager will 
make the best use of the market and limit 
his budget to peak output. 

With the business already established the 
same principles will apply as regards 
co-operation, but the sales manager should 
know his costs for budgeting purposes, the 
production manager know if further 
capacity is possible. Where expansion 
might prove beneficial, expenses incidental 
to additional sales could be included, this 
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Costs and Production Standards—continued 

inferring possible conference on the ques- 
tion of finance between executives, such as 
general manager, sales manager, costs 


officer and production engineer. 

When unity has been reached between 
production and sales, both production and 
sales budgets can be compiled. 


(B) Propuction Buperr.—The produc- 
tion engineer will know his capacity, 
material and labour requirements, and 
operation time. In the case of job orders 
he will have made arrangements for the 
release of sufficient machine time to cover 
them, and he should know the type of 
product that they will comprise. He can, 
therefore, furnish particulars of material 
and labour requirements and build up a 
graph of standard production giving full 
information as to time and date of com- 
pletion of various units of output from 
the specification and route sheets which 
should be an integral part of the system. 
This information in machine and labour 
hours, can be applied to the various pro- 
duction centres, batches of, or individual 
machines. 


(C) Propuction Expense. — From the 
detail supplied the costs officer can compile 
the production expense budget, calculating 
material and labour costs from figures 
received, and himself setting out details of 
overhead expense in the form of standing 
orders, either forecasting from past experi- 
getting statistics where possible 
similar line of 


ence or 
from enterprise in a 
business. 

Reference to the chart will show how the 
expense should be allocated. It may be 
service department, production depart- 
ment or direct expense, but in the end it 
will be allocated to production at some 
standard rate per hour, and that standard 
should not be altered unless for some 
drastic change of policy. It is standard 
rate because standard machine hours are 
known, and total expense per machine is 
known. 


(D) Sates Bupeer.—The sales budget 
will either be built up from capacity or 
from past estimate, possible contingencies, 
and the probability of future demand being 
sufficient to make production an economi- 
cally sound proposition. It would be com- 
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piled to define type of goods to be sold, 
sales territory to be covered, volume of 
sales in each district, distribution details, 
selling agents, in fact all matters affecting 
sales, and maybe the desirability of expan- 
sion in view of increasing demand. 


(E) Setutine ExpPense.—Selling expense 
would include the same information as is 
contained in the sales budget, but extend 
it to detail cost of goods, territory expenses, 
agents’ commission, advertising, freight 
and all expense of a like nature. It should 
include sales department expense, possibly 
a proportion of central administration cost, 
and finally selling price. 

These costs should be eollected, co- 
related, analysed and _ revised where 
necessary with a view to elimination of all 
excessive and unnecessary expense, as, even 
though production factor be at peak 
efficiency, bad sales or general management 
can lead to loss. 

A selling price figure at which there can 
be sufficient return on capital investment 
with greatest benefit to the , purchasing 
public is the desired end. 

Expenses incidental to, and an equitable 
selling price for, each type of product 
having been ascertained, a system of de- 
tailed accounts and standing orders should 
be set up as they were for factory overhead. 

This implies that all selling expense 
except possible variance will be transferred 
to cost of sales account; proportionately as 
the type of goods to which they refer, are 
sold. 

It is immaterial whether expense is dis- 
tributed to sales on a quantity, cost price, 
or selling price basis. 

(F) Bupgetine ror OverHEAD. — The 
only method of distributing overhead 
which will be discussed is the machine or 
labour hour method; the reason béing the 
direct labour and overhead are rarely con- 
stant in their relationship to each other. 
With a large and expensive machine, for 
instance, the wage cost of the operator 
may be insignificant compared to the total 
running expenses, and an allocation of 
burden in proportion to direct labour 
leaves a dangerous margin of error; the 
same applies to the prime cost or any other 
like method. 

The direct labour method can only give 
true results when— 


(Continued on page 211) 
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Costs and Production Standards—continued 
(1) Oncosts are departmentalised ; 
Rate of pay of direct wage earners 
is uniform and unfluctuating ; 
Machines are uniform with respect 
to their running expenses. 
Type of product unvarying, 
tity constant ; 
Labour hours 


quan- 


unchanging on all 


production. 


It should never be forgotten that 
“Qneost is more truly allocable to time 
than to value’’ 

Budgeting procedure can best be fol- 
lowed by outlining the requirements of an 
assumed factory as regards production and 
service, together with a of main 
expense accounts and sub-accounts which 
are the itemised details of these latter. The 
end in view is allocation of all expense to 
service departments, shops and machines 
classes. 


series 


Production Departments 
A. Pattern Shop Cc. 
3. Machine Shop D. 


Foundry 
Assembly Shop 
Service De partme nts 

L. Plant 

M. Research and 

Development 

N. Tool Room 

O. Transport 
. Progress r. 
. Stores Q. 


Administrative 
. Drawings and 
Designs 
Planning and 

Inspection 
Compressed Air 
Crane Service 
Main Expense Accounts 

. Occupancy 27. 
21. Interest 
2. Depreciation 
3. Power 
24. Repairs and Main- 29. 
tenance 
25. Insuranee 
. Rent, Rates and 
Taxes 32. 


Lighting 
. Tool and Cutter 
Cost 


2g 


Salaries 
30. Labour 
31. Leave 


Sundries 


In the following series all items should be dissected as to fixed and 
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Additional main accounts are unneces- 
sary, as detail is found in the sub-accounts. 

There is, however, a reason for setting 
them out in this fashion: that is the 
budgetary control. 

Accounts No. 20 to 28 are expenses which 
will be primarily utilised in the budget, 
for the purpose of predetermining machine 
class rate per hour, such rate being ascer- 
tained with the addition of a proportion 
of shop cost. 

They also facilitate the analysis of fixed 
expense detail, assembling the main items 
so classified. 

Standing orders are orders authorising 
expenditure and its basis of distribution. 
They can be identified by a series of 
mnemonic symbols, viz. : 
Production Departments Alphabetical, A, 

ete. 

Service Departments \lphabetical, G 
Machine Classes ... Al, A2, Bl, 
Main Expense Accounts 20 to 32. 
Expense Sub-accounts 
allocated as to allow of 
sub-accounts. 


to Q 
B2, et 


Standing orders so 


iddition of further 


Series could be .001 to .040, .041 to 


ete. 


O80, 


If the expense account was salaries (29 
and its sub-account .361, it could be iden- 
tified to Machine Class 2 Department C, 
under 29 C2 .361, or simply C2 .361. 

Similarly, labour to service might be 
30G_ .405. 


Service is apportioned by allocating 
figures below the decimal point .1, .2, .3, 
ete. 

A transfer from research to transport 
would be 0.7; administrative to pattern 
shop, A.1; figures below the decimal point 


always being the account to be transferred. 


variable 


expense contained therein, classification as shown. 


8.0. 
20 Occupancy 
Fixed .001 to .020 
Variable .021 to .040 


EXPENSE 


8.0. SuB-ACCOUNT 
.001 
.002 
003 
.004 
.005 
.006 
.007 
.008 


Watchman 

Cleaners 

Lift Drivers 

Building Repairs 
Building Depreciation 
Building Insurance 
Rents, rates, taxes, ete. 
Interest 
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Costs and Production Standards—continued 
8.0. EXPENSE 
21 Interest 
Fixed .041 to .060 
Variable .061 to .080 
Depreciation 
Fis2d .081 to .1€9 
Variable .101 to .120 


Power 

Fixed .121 to .140 
Variable 341 to .165 
Repairs a-d Maintenance 
Fixed .161 to .180 
Variable .181 to .200 


Insurance 
Fixed .201 to .220 


Variable .221 to .240 


Rent, Rates, ete. 
Fixed .241 to .260 
Variable .261 to .280 
Lighting 

Fixed .281 to .300 
Variable .301 to .320 
Machine Tools 
. Expense (Special Equipment ) 
Fixed .321 to .340 
Variable .381 to .360 
Salaries 

Fixed .361 to .380 
Variable .381 to .400 


Labour 
Fixed .401 to .420 
Variable .421 to .440 


Leave 
Fixed .441 to .460 
Variable .461 to .480 
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. SUB-ACCOUNT 


Machine Classes 
Sundry fixed assets 
Machize Classes 


Machine Tovuls and Equipment 
Air Cempressur 

Crane, Shop A 

Furniture and Fittings 
Machine Classes 

Shops A to D 

Crane, Shop A 

Machine Classes (Labour) 
Machine Classes (Tools and Store) 
Machine Classes (Sundries) 
Shops A to D 

Crane Shop A 

Air Compressor Shop D 
Lorries, ete. 

Furniture and Fittings 
Machine Classes 

Machine Tools and Equipment 
Shops A to D (Work. Comp. 
Crane Shop A 

Air Compressor Shop D 
Furniture and Fittings 
Stores 

Machine Classes 


Machine Classes 
Shops 
Services 

to .360 
Sub-aceount 


Foreman (Machine Classes) 

Foreman (Shop Service) 

Administrative 

Drawings and Designs (Professional 
and Clerical) 

Planning and Inspection (Professional 
and Clerical) 

Progress (Professional and Clerical) 

Stores Clerical, ete. 

Skilled (Machine Classes) 

Skilled (Shop Service) 

Unskilled (Machine Classes) 

Unskilled (Shop Service) 

Storeman 

Timekeepers 

Lorry Drivers 

Crane Driver 

Air Compressor 

Annual (Salaries) Machine Classes 

Annual (Salaries) (Shops) 

Annual (Salaries) (Services) 

Sick (Salaries) Machine Classes 

Sick (Salaries) (Shops) 

Sick (Salaries) (Services) 

Long Service (Salaries) Machine A 

Long Service (Salaries) (Shops 

Long Service (Salaries) (Service 

Annual (Labour) Machine Class 

Ete., ete. 
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Costs and Production Standards—continued 
S.0. EXPENSE 
32 Sundries 
Fixed .481 to .500 
Variable .501 to .520 


A glance at these sub-accounts (sub- 
sidiary ledger) will make it clear that they 
are directly allocatable to some service, 
machine class or shop. 

With accounts so designed, and the costs 
predetermined as a basis for budgetary 
control, it will be appreciated that, after 
all, the introduction of cost standards is 
not such a fearsome and _ expensive 
business: the items will be probably in the 
books in some form under any system of 
costing. 

The only additional accounts required 
are machine class, to which will be trans- 
ferred a proportion of shop service; the 
balance of this latter being distributed to 
production on a labour-hour basis. 

Sources of prime entry must disclose the 
distribution of all charges. 

Unless the main expense account is 
apportionable upon some _ proportional 
basis, a sub-account should be in evidence 
for direct charges to service, shop or 
machine classes. 

The basis for all allocation will naturally 
have been determined previously when 
setting up standing orders. 

The preceding classification simplifies 
the analysis of all expenditure, as when 
expense detail in connection with any 
department is desired it can be gathered 
from the sub-account concerned. 

At the close of each cost period, the 
standards come into operation. 

Particulars of direct labour and machine 
hours being available for all machines and 
shops, standard expense consumed can be 
credited to shops and machine accounts and 
debited to works in process. 

At the close of the fiscal period propor- 
tional adjustments will be made to work in 
process, completed production transferred 
to finished goods account, and idle time 
and variance to profit and loss. 

Through the subsidiary ledger, therefore, 
total control of overhead is reasonably 
assured, but standards must be further 
applied to job and production orders. 


481 
.482 
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8.0. SUB-ACCOUNYT 

Printing and Stationery 
Post and Telegrams 
Telephone 

Sundry Supplies 

Stores Adjustments 
General Research 

Idle Time 


90 Variance Aces. 


483 
484 
485 
486 
.487 
488 

It is quite possible that budgeted expense 
may be consumed, and yet desired produe- 
tion not be attained; the reasons, however, 
will not be evident without close scrutiny 
ot all production costs. 

Somewhere in the process of manufac- 
ture time has not beeu fully utilised; 
various units of production have exceeded 
the standard tine allotted to them. 

This is revealed in the expense variance 
accounts which should be an integral part 
of all jobs and production orders. 

(G) Fixep Costs.—Controversy which 
exists as to the common relationship of 
fixed, residual, and constant cost should, to 
some extent, be clarified. Fixed expense 
may be residual or constant cost—residual 
may be constant cost, according to business 
policy. 

Fixed costs are those costs incurred 
regardless of production, they are constant 
and are not affected by the volume of 
business, are still evident though output be 
nil; in other words, can be shut-down costs 
—‘‘charges that cannot be escaped or 
altered.’’ 

Residual costs are given practically the 
same meaning when referred to as 
**Certain items of expense which do not 
vary at all in proportion to business.’’ It 

obvious that there are no expenses 
which remain permanently unchanged, but 
this does not affect the issue. Over a 
definite budgeted period certain costs, 
which have nothing whatever to do with 
production volume, are constant, and these 
are the costs referred to as fixed, residual, 
or constant. They are fixed because they 
are unchangeable; residual because they 
can be shut-down costs; constant because 
they can never be liquidated. 

They are all indirect costs, and all, in 
some manner, attributable to production in 
that they are a necessity without which 
production cannot commence ; but they are 
all particular and unchanging amounts of 
expense (fixed), whereas variable expenses 
are due to and vary with production. 


is 
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Costs and Production Standards—continued 

Particular items of expense can be of a 
mixed nature, for instance occupancy and 
plant maintenance—occupancy because it 
is building expense naturally carries 
higher costs during productive periods, 
while machines in operation require more 
attention and maintenance than idle ones. 
All such items should receive particular 
attention when dissecting for the budget. 

Shut-down costs can differ under differ- 
ing conditions, but with a full knowledge 
of possible eventualities, can be budgeted 
for. For instance, residual costs would be 
one thing if a plant were temporarily shut 
down, quite another if permanent, and all 
according to the period of inactivity. 

With a permanent shut-down there could 
be irredeemable costs, sunk costs which 
could not be recovered, losses on plant and 
invested capital ; but at the same time there 
is a possibility that all fixed costs would 
be recoverable — that realisation of assets 
would cover all contingencies. 

All aspects indicate that the period of 
inactivity will have a bearing on the costs 
of keeping an industry in running order. 
Where only a short period of inactivity is 
indicated, a larger nucleus may be retained 
than for any extended period; various ex- 
penses will be affected likewise. They will 
not be fixed expenses in the true sense of 
the word, but they will be nucleus charges 

-residual expense, constant and at a cer- 
tain rate under a certain set of conditions. 

Fixed charges, however, are always 
likely to be different amounts from period 
to period, something that does not affect the 
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issue. Whatever they be called, they 
should be estimated for on a sound basis. 
As far as costs are concerned, they are 
items to be budgeted for which will be in 
the account as charges, or allowed for as 
contingencies if shut-downs are anticipated. 

The particular policy of the firm con- 
cerned will undoubtedly dictate whether 
certain charges are to be considered fixed 
or variable, for upon occasion the margin 
of demarcation will be very small. As the 
weight of fixed expense can affect break- 
even point adversely it could be a matter 
of diplomacy to convince management of 
the necessity to charge as fixed expense 
all such costs. 

Summarising, it can be observed that 
fixed, constant, and residual expenses have 
slight distinctions in shade of interpreta- 
tion, through which one thread of sound 
policy can be followed: Fixed costs should 
always comply with j;conservative and 
average residual requirments. 

H) ADMINISTRATIVE EXPENSE. — This 
expense will probably be found to consist 
of items varying to a very small degree and 
then according to busingss volume. It is an 
initial expense of production indispensable 
in that from administration emanates all 
economic and financial matters of policy. 
Successful administration means successful 
enterprise, and expenses should be so 
budgeted that net profit will be affected to 
as small a degree as possible. Distribute 
this overhead on a production cost basis. 


(To be continued) 








June, 1951 


The Australian Accountant 


THE CLEARING HOUSE 


TRANSFER TROUBLES 


Mr. Tours is a_ suecessful large-scale 
operator of omnibus services. He owns a 
number of vehicles of various ages, but his 
fleet units are in first-class order and worth 
considerably more than their depreciated 
value for income tax purposes. 

For taxation and other business reasons, 
Tours decides to sell his business to a limi- 
ted company, in which he and his family 
will own all the shares. 

The sale of his fleet presents a problem, 
because of these facts: 

(1) The vehicles cost him £30,000. 

2) Their present-day value, as con- 

firmed by an independent valuation, 
is £25,000. 
Because of the substantial deprecia- 
tion written off for income tax pur- 
poses, the fleet appears in his last 
income tax return at £15,000. 

If Tours sells his fleet to the company at 
its utility value of £25,000, his taxable in- 
come will be inflated by an additional 
£10,000. Such a catastrophe would ruin 
Mr. Tours’ already-impaired digestion. 

Mr. Tours then contemplates selling the 
vehicles to the company at their income tax 
depreciated value, so avoiding income tax. 
This price appeals to friend Tours, as it 
will also minimise conveyance stamp duty 
on the transfer of assets to the company. 


But some iconoclast points out to Tours 


that he can’t sell his fleet to the company 


for the inadequate consideration of £15,000 
without being accused by the gift duty 
people of having made a gift to the com- 
pany of £10,000. 

Now Mr. Tours is one of those people to 
whom even the words ‘‘gift duty’’ are 
anathema. His heart isn’t what it might 
be, and a gift duty assessment, whether 
large or small, would surely produce a 
coronary occlusion. 

In the interests of Tours’ health a solu- 
tion must be found. His medical adviser 
writes out this prescription : 

(1) Retain vour fleet and rent it to the 
company for an amount equal to the 
depreciation on the fleet claimed in 
your income tax return. 

When a new vehicle is required to 
replace an old vehicle, the company 
will purchase the new vehicle in the 
ordinary way. 
When an old vehicle is sold the pro- 
ceeds can be paid, if necessary, to 
the credit of your current account 
in the company’s books. 
Over the years the company’s fleet 
will build up and your fleet will de- 
crease, ultimately reaching zero. 
ever after. He 
conveyance stamp 


Tours lived happily 
avoided income tax, 
duty, and gift duty. 

R. N. ELuiort, A.c.a. (AUST.). 


Toowoomba, Queensland. 


PRIVATE LEDGER POSTINGS 


In this work, usually done by a person 
with some accounting qualifications, and 
presumably some justification for claiming 
that his time is valuable, the orthodox pro- 
cedure entails a great deal of unnecessary 
work. What takes the time is the accumu- 
lated effort of all the ‘‘mechanics’’—look- 
ing in the index for folios, turning up the 
ledger account, writing in date, folios, par- 
ticulars, ete.—all those things necessary 
but incidental to the main purpose of elassi- 
fying transactions. And what of the time 
spent in taking out the trial balance, and 


perhaps the time-honoured quest for the 
elusive balance ? 

This effort can be minimised, accuracy 
improved, and data for comparative pur- 
poses readily furnished by abolishing the 
usual method of monthly postings. Instead 
each journal can be summarised monthly 
and postings made half-yearly or yearly. 
With multi-column journals now commonly 
used, summarising involves merely an ex- 
traction of column totals. For example, a 
cash book summary may appear as under: 
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The Clearing House—continued 


July August 
2,150 
505 
78 


1,568 
404 


78 


Sundry ereditors 
Wages 
Rent 


3,445 


3,543 

If there are many items in the ‘‘Sun- 
dries’’ or ‘‘Miscellaneous’’ column, the 
total could be entered above and details 
summarised in a separate summary; if 
there are only a few items in that column 
the individual items could be entered in 
the main summary. 

One of the main features of the method 
is its self-balancing qualities: 

(1) The total of each monthly column 

(£3,445 in July) must agree with 
the total column in the relevant 
journal. 
At the end of the period, or at any 
month after the first, the pro- 
gressive column total eross casts 
with preceding column _ totals 
(£6,988 £3,445 plus £3,543; 
£9,833 = £6,988 plus £2,845). 

From each journal to any particular ac- 
count there will be only one posting instead 
of six (or twelve). There is less risk of 
error: if checking is necessary it is abbre- 
viated. 
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Pro- 
gressive 
9,899 
3,044 


Pro- December 


gressive 


Pro- September 
. 1,244 
495 


> 


78 


1,123 
520 
78 


3,718 


. 2,648 


2,845 

It takes little time to write up the sum- 
mary each month. In any ease this time is 
offset by the benefit of having in convenient 
form a progressive record of receipts, sales, 
payments, ete., for comparison with budget 
figures or results for previous periods. 

If, for any reason, it is desirable to post 
details of asset and liability accounts each 
month, then the summary could be 
fined to costs and expenses (nominal ae- 
counts), which generally form the bulk of 
the entries. The summary totals could be 
incorporated in an abbreviated trial bal- 
ance. 

In the very great number of 
still using hand-written private ledyers 
the method can be applied successfully. 
Where monthly trading accounts are re- 
quired, it can be used in conjunction with 
budget plans to provide information, when 
it ean be of real use without the feverish 
activity usually associated therewith. 

—A. 8. DONNELLY. 


eon- 


Concerns 


Coff’s Harbour. 


REIMBURSEMENT FOR STATIONERY USED IN A 
COMPANY WINDING UP 


The wide range of stationery and office 
requisites used even in a comparatively 
simple winding up is surprising, including, 
inter alia, such items as proof of debt and 
general and special proxy forms, manila 
folders, various-sized letterheads, paper for 
earbon copies and matching envelopes, car- 


bon paper, pins, fasteners and rubber 
bands of various sizes, sealing tape, and 
wrapping paper. These items represent 
out-of-pocket expenses recoverable, but out 
of which recovery the liquidator should not 
make a profit. 

The small quantities involved in some 
instances and the variety make attempts at 
costing quantities used a difficult problem. 
Under the Victorian insolvency administra- 
tion prior to the introduction of the Bank- 
ruptey Act, it was accepted that an 


assignee or trustee was entitled to claim for 
such stationery a sum equal to two-thirds 
of the estate total of postages, unless cir- 
cumstances in any particular estate justi- 
fied a claim on some other basis. This basis 
was, I understand, accepted by the bank- 
ruptey administration, and in the general 
run of cases appears reasonable in such 
estates. Where, however, as in a compul- 
sory winding up, proofs of debt and proxy 
forms have to be supplied by the liquidator 
to creditors and proxy forms to share- 
holders, the liquidator would be very much 
the loser by claiming reimbursement on 
such a basis. 

Do any readers know of any simple and 
acceptable basis for calculating reimburse- 
ment claims on such outlay? 

J. WALLACE Ross. 
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WHAT WOULD YOUR ANSWER BE ?—A PROBLEM IN COST ACCOUNTING 


A manufacturer had in stock material 
purchased at 10/- a lb. This he processed 
at a cost of 3/- a lb. and sold the processed 
material to a customer for 15/- a Ib. 

He replaced the material at a cost of 
17/- a lb. 


What was the cost of the manufactured 
goods and what profit did he make, if any? 


The Editor will be 
opinions with reasons therefor. 


glad to receive 


SALES TRANSACTIONS 
AND THE USE OF COPIES OF ORIGINAL DOCUMENTS 


The idea described in this note arose out 
of the inconvenience of monthly sorting of 
copies of customers’ invoices and credit 
notes preparatory to the simultaneous 
preparation of monthly statements and 
posting of sales ledger accounts on an ac- 
counting machine, and the subsequent re- 
sorting of those copies back to their original 
numerical order for permanent filing. This 
point is made clear because it is only in this 
direction that the idea is being applied at 
present. Its application is probably much 
wider, and in it readers may find something 


to help them in the same problem or in 
other directions. 


Prior to instituting this idea, one copy 
of each customer invoice or credit note was 
made. The copies were filed numerically. 
Posting is done once per month, and to 
facilitate this task the documents were 
sorted into eustomer order and, after post- 
ing, re-sorted back to numerical order for 
permanent filing. 


Now, two copies of each document are 
made—one for numerical filing and the 
other for filing in customer order with a 
monthly break for insertion of a copy of 
the statement sent to the customer. The 
second cepies have overcome the sorting 
and re-sorting difficulty and are used as 
the basis of the monthly posting, being 
already in customer order. The first copies 
are marked according to general ledger 
classification and summarised monthly for 
posting. 


Expressed in the form of journal entries, 
the scheme works as follows: 


Sales— 
Second copies of invoices sorted into: 
Customer A. 
a b. 


, 


Sales ledger control (total) £ 
First copies of invoices dissected into: 
General Ledger A/c. 1 


Sales for month of 
Creditors (for returns and allowances ) 
First copies of credits dissected into: 
General Ledger A/c. 1 


9 


Second copy of credits sorted into: 

Customer A. 

* B. 

aa hie 
Sales ledger control 
Credits for returns 

month of 
Another advantage of having customer- 
order filing of these documents is the ease 
of reference to all details of the transac- 
tions with a particular customer. In the 
case where it is being used, it has been par- 
ticularly helpful because the goods sold are 
in short supply and many customers make 
telephone enquiries and often claim they 
have not been allocated all the supplies 
they consider they should receive. Prompt 
reference to details of the customer’s trans- 
actions has at least permitted an immedi- 
ate discussion of facts, if not fully satisfy- 
ing the enquirer on other grounds. 
Melbourne. L.11.D 


total ) 
and allowances 


Have you anything to clear ? 
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NATIONAL SECURITY (CAPITAL ISSUES) 
REGULATIONS 


The following notes summarize the main 
Issues Regula- 


provisions of the Capital 


tions. 


(1) Current Regulations 

The main regulations are contained in 
Statutory Rules 1946, No. 193, as amended 
by Statutory Rules 1947, No. 86; 1949, No. 
14 (which relates solely to borrowings by 
Local Authorities) ; and 1951, No. 10. 


(2) Transactions Covered by 
Regulations 
Issues of capital and securities, the 
giving of mortgages or charges, and 
the acceptance of deposits or un- 
secured loans by companies ; 
the acceptance of valuable considera- 
tion by syndicates of more than nine- 
teen members; and 
the giving of mortgages or charges by 
private persons, partnerships, ete. 
The Regulations provide that, except 
within the limits outlined below, these 
transactions cannot be completed without 
the consent of the Commonwealth Treas- 
urer. 
(3) Issue of Shares by Companies 
(a) Without consent a company can 
raise up to £25,000 in any period of two 
years by an issue of ordinary shares. How- 
ever, in calculating the amount that can be 
so raised without consent, account must be 
taken of any mortgages given (except to a 
bank) and of any deposits accepted during 
the period of two years, e.g. if a company 
had giver a mortgage for £5,000 and had 
accepted deposits for £5,000 the amount of 
authorised capital it could then issue with- 
out consent would be reduced to £15,000. 
(b) Consent is required to any issue of : 
(i) ordinary shares where the ex- 
emption limit of £25,000 is ex- 
ceeded in any period of two 
years, 
preference 
amount, 
bonus shares for any amount in 
capitalisation of any reserve 
created after Ist September 
1939 by a writing up of assets. 


shares for any 


(c) For the purposes of the Regulations, 
a company which has received an amount, 
by way of premiums on an issue of shares, 
is deemed to have made an issue of capital 
equal to that amount. 
(4) Syndicates 

The Regulations deal with the considera- 
tion received by syndicates and limit the 
amount which may be received to £25,000 
in a period of two years. 


(5) Mortgages and Charges 

(a) The Regulations do not apply to 
mortgages or charges given to a bank. 

(b) A person (which includes a com- 
pany) can mortgage or charge assets for 
the purpose of borrowing up te £5,000 in 
any period of 12 months without consent, 
provided that if the property being 
charged consists of or ineludes land the 
rate of interest does not exceed 44% ona 
first mortgage or on a subsequent mortgage 
if given to the first mortgagee. 

(c) Where security is being given over 
assets other than land (i.e. bills of sale on 
moveable chattels or liens on stock, crops, 
ete.) a person (including a company) may 
borrow up to £5,000 in a period of 12 
months, without consent, whatever the in- 
terest rate. 

(d) If an amount of less than £5,000 is 
borrowed it must not be sufficient to bring 
the total proceeds from capital raised, 
mortgages, and deposits in a period of two 
vears to more than £25,000 
above). 

(e) All issues of securities by companies 
require consent. Securities mean _ bonds, 
debentures, desenture stock, and inscribed 
stock. 

(f) Issues of securities by local authori- 
ties are exempt from the Regulations pro- 
vided they are approved by the State 
Treasurer. 

(6) Deposits or Unsecured Loans to 
Companies 

Without consent a company can accept 
deposits or unsecured loans up to £5,000 
in any period of 12 months if the rate of 
interest payable does not exceed 10/- per 


(see 3(a 
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National Security (Capital Issues) Regs.—contd. 
cent per annum. The amount so accepted 
must not be sufficient to bring the total pro- 
ceeds from capital raised, mortgages, and 
deposits in a period of two years to more 
than £25,000 (see 3(a) above). 


(7) Period of Operation of Consents 
Granted by Treasurer 


All consents expire six months after the 
date on which consent was granted unless 
a longer or shorter period is specified in the 
consent itself. 


(8) Receipt of Moneys as a Result of 
Calls 


With one exception the Regulations 
place no restrictions upon the receipt of 
moneys as a result of calls. The exception 
applies to those companies which were 
granted an automatic consent on or after 
13th January 1950 and before 22nd Feb- 
ruary 1951. In their case the proceeds of 
ealls made before 22nd February 1951 may 
be received at any time and further ealls 
may be made during 1951 provided they 
are payable before Ist January 1952. 


(9) Administration of Regulations 


The central administration of the Regu- 


lations is carried on in Canberra, in the 
office of the Commonwealth Actuary. See- 
retariats have, however, been established in 
Sydney and Melbourne. All applications 
originating in New South Wales and 
Queensland should be sent to Secretary, 
Capital Issues Board, Ist Floor, M.L.C. 
Building, 44 Martin Place, Sydney. Appli- 
cations originating in Victoria, South Aus- 
tralia, Western Australia, and Tasmania 
should be sent to Secretary, Capital Issues 
Board, Commonwealth  Sub-Treasury, 
Treasury Gardens, Melbourne, C2. The 
appropriate application forms can_ be 
obtained at these addresses and at the 
Commonwealth Sub-Treasuries in the other 
capital cities. 

To advise in the administration of the 
Regulations a Capital Issues Board has 
been appointed, consisting of : 
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Mr. W. C. Balmford, F.1.A. (Chairman) 
—Commonwealth Actuary and a mem- 
ber of the previous Capital Issues 
Board. 

Mr. A. N. Armstrong—General Manager, 
Industrial Finance Department of the 
Commonwealth Bank and a member 
of the previous Capital Issues Board. 

Mr. J. T. Campbell, F.F.A.—General 
Manager and Actuary of the National 
Mutual Life Association of Australasia 
Ltd. 

Mr. A. E. Heath, C.M.G., A.C.A. ( Aust.) 
—Secretary, Sydney & Suburban Tim- 
ber Merchants’ Association Ltd., 
Agent-General for N.S.W. in London 
1934-38, and President of Sydney 
Chamber of Commerce 1940-42, 1944-6, 
and 1947-49. 

Mr. P. W. Nette, A.I.C.A., First 
tant Secretary, Department of the 
Treasury. 

(10) Policy of Capital Issues Board 

The Commonwealth Treasurer has 

phasized on several occasions that capital 
issues control was re-introduced in Febru- 
ary 1951 for the main purpose of conserv- 
ing resources for defence needs, urgent 
national developmental projects, and essen- 
tial civilian requirements. For this reason 
it seems unlikely that the payment of 
premiums on share issues will be insisted 
upon or that the absolute embargo on bonus 
issues, which existed until January 1950, 
will be re-imposed. Presumably each ap- 
plication to issue such shares will be con- 
sidered on its merits. It would also appear 
that applications to acquire the shares of 
other companies by an exchange of shares 
would be approved provided no new capi- 
tal was being issued for cash subscription. 
In the case of a company whose products 
do not fall within the essential category, 
and which does not propose to embark on 
a major expansion of output, the Treasurer 
has already indicated that consent to the 
raising of additional capital may be 
granted if the new capital is required to 
meet a rise in costs or to reduce bank over- 
draft permanently. 


Assis- 


el- 
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TO THE NEAREST POUND 


by 
‘*ATTIC’’ 


Nowadays, published financial statements This is the raison d’etre for Oo, a new ac- 
are usually presented in whole numbers. count in the general, or private, ledger. 
The commonest method of conversion is to Oo takes care of the shillings and pence: 
eliminate any amount of shillings and the pounds take care of themselves. The 
pence lower than ten shillings, and to carry ¢josing entries are made in unbroken num- 
each broken amount above ten shillings to hers of pounds. The record is permanent, 
the next higher integral number of pounds. fidelity is maintained, and the stylist is 
Even so, aberrations creep in. Accountancy satisfied. The modest ledwer account. Os. 
purists have used headings such as ‘‘Ad- Ay tT gan ered ' Se 
: ” «co Agas balances itself nicely, and everything is 
justed to the nearest pound, Adjusted : ‘ 
to the nearer pound,’’ ‘‘Expressed in neat and orderly. 
whole numbers of pounds,’’ and others. Let us consider a small trial balance. 





Ledger Account Dr. Balance Cr. Balance 


£ s. d. 








Opening Stock in Trade as m” e 748 2 
Purchases and Inward Charges Zi, = 9,281 10 
Manufacturing Expenses... ; ba 10,000 1 
Depreciation—Manufacturing P lant 

Sales ; ; Ye By =s 

Distribution Expenses a es ae 4,000 10 
Depreciation—Delivery Trucks +: 

Administration Expenses ~ - ~ 3.000 1 
Depreciation—Office Plant 

Bank of Australia , 

Trade Debtors and Provision i as 7,251 10 2 
Closing Stock in Trade (£972/3/11) s 

Premises : : i 1,000 10 2 
Manufacturing P lant and Provision He 1405 8 5 
Delivery Trucks and Provision = fe 1,649 17 3 
Office Plant and Provision .. re ie 440 311 
Goodwill = = “ re 2 383 17 8 
Trade Creditors , 

Personal Expenses... e i, Se 1,154 19 0 
Capital 

Oo 


£40, 316 12 8 





Depreciation is to be provided on gross values of fixed assets thus: 8% for manu- 
facturing plant, 20% for delivery trucks, 5% for office plant. 


The accounting period covered is a full year. 


The calculations of depreciation are first made thus: 
Manufacturing plant 
Delivery trucks 
Office plant 


(Continued on page 220) 
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To the Nearest Pound—continued 
Three courses are open: 
(1) use the exact figures; 
2) alter them to 


and thus give the provision accounts the same shillings and 
pence as the asset accounts ; 
(3) use whole numbers, thus .. 


For the sake of simplicity, let us adopt the third course. 
Following the usual plan, we convert the trial balance (after depreciating assets) 
as follows :— 
Ledger Account 
£ 
Opening Stock in Trade in + va “a vs 748 
Purchases and Inward Charges be - ¥ + 9 282 
Manufacturing Expenses ~ a oF - ‘i 10,000 
Depreciation—Manufacturing Plant ~ ¥f es, 112 
Sales oe a ee <" = - a ie 28,700 


Distribution Expenses zi - ns ae 4,001 


Depreciation—Delivery Trucks ve - we 330 


Administration Expenses... a ‘a ny <? 3,000 
Depreciation—Office Plant 

Bank of Australia 

Trade Debtors and Provision 

Closing Stock in Trade (£972) s 

Premises ae i a a ox a 7 1,001 
Manufacturing Plant and Provision % 1,405 
Delivery Trucks and Provision ve : ; 1,650 
Office Plant and Provision .. ; i = oe 440) 
Goodwill = a i = - ae :; 384 
Trade Creditors 

Personal Expenses 

Capital 

Oo 


40,782 £40.780 


As we have a difference of two pounds, it is advisable to depart from it.) 
we should probably alter No. 6 to £4,000 We are now in a position to make the 
and No. 11 to £7,251. (We could, of course, closing entries, the first two of which are 
alter only No. 6 on the debit side and make the transfers to Oo. Item 6, Distribution 
No. 10 on the credit side £2,029. The line Expenses, is reduced to £4,000, and Item 
of demarcation is not inflexible: sometimes 11, Premises, to £7,251. 
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the Nearest Pound—continued 





CLOSING ENTRIES 





Opening Stock in Trade 
Manufacturing Expenses 
Distribution Expenses .. 
Administration Expenses 
Trade Debtors .. 
Manufacturing Plant 
Office Plant 
Capital 

Transfers. 





Purchases and Inward Charges 
Sales as 
Bank of Australia 
Premises oe 
Delivery Trucks 
Goodwill : 
Trade Creditors 
Personal Expenses 
Oo 
Transfers. 





Manufacturing Expenses 

Distribution Expenses 

Administration Expenses 
Depreciation—Manufae ‘turing P lant 
Depreciation—Delivery Trucks 
Depreciation—Office Plant 

Union of accounts, 





M: inufac turing and Trading Account ns *. 20,142 
Opening Stock in Trade 
Purchases and Inward Charges 
Manufacturing Expenses 

Sales .. Ba se ee : * 28,700 

( ‘losing Stoe ‘k in Trade P. 972 
Manufacturing and Trading® Account 

Transfers. 


Manufac tur ing and Trading Ace ount o = 3 9.530 
Profit and Loss Account 
Gross profit. 





Profit and Loss Aecount 
Distribution Expenses . . 
Administration Expenses 

Transfers. 





Profit and Loss Account 
Capital 
Net profit. 





Capital os ne i ‘s 
Personal Expenses a - = ion f 1,155 0 
Transfer. 





The accounts may now be published without any qualification as to adjustment. 
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To the Nearest Pound—continued 





STATEMENT OF OPERATIONS FOR THE YEAR 


Sales i 

Cost of Sales 
Opening Stock in Trade , 
Purchases and Inward Charges 
Manufacturing Expenses 


Deduct : Closing Stock in Trade 


Gross Profit .. os 

Deduct : Overheads— 
Distribution Expenses . . 
Administration Expenses 


Net Profit 





Bal ANCE SHEET AT CLOSE OF YEAR 


Capital— 
Opening Balance 
Net Profit 


Deduct: Personal Expenses 
Total Invested Capital 


Represented by :— 
Current Assets 
Trade Debtors, after providing £300 
Stock in Trade 


Deduct: Current Liabilities- 
sank of Australia 
Trade Creditors 


Net Current Assets 

Fired Asse ts- 
Premises x xe a = 
Manufacturing Plant, after providing £412 
Delivery Trucks, after providing £930 
Office Plant, after providing £122 
Goodwill 


Total Net Assets 


9,282 


10,112 


20,142 
972 


£ 


28.700 


19,170 


9 530 


£6,096 


2 680 


3,416 


£6,096 
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To the Nearest Pound—continued 


June, 1951 


In the next following accounting period, three accounts must be reinstated in their 
broken amounts: bank, debtors, and creditors. A. journal entry is required, and a 


simple treatment is as follows: 
Administration Expenses 
Trade Debtors ae 
Bank of Australia 
Trade Creditors 


Dr. 7/2 

» 10/2 
Cr. 9/11 
7/5 


Someone may ask: ‘‘Why call the account Oo?”’ 


Well, zero is nothing; so is Oo! 


If we followed precedent, the title would be ‘‘ Adjustment of Shillings and Pence 
to Produce Unbroken Pounds’’ or some such unwieldy appellation. 





BOOK REVIEWS 


Uniform Accounting: The Standard Classification of Accounts for a Manufacturing 
Company: Australian Institute of Management, Sydney Division. Pp. 54, and 


appendices. 


This booklet was prepared by the Uni- 
form Accounting Group of the Australian 
Institute of Management, Sydney Division, 
headed by Mr. Charles J. Berg. 

The model chart of accounts prepared by 
the group provides for the integration of 
costing, financial, and statistical data for a 
manufacturing company. 

The accounting classification comprises 
ten divisions or groupings. 

Division O00 and 10.—The first two 
divisions classify assets, liabilities, and 
shareholders’ accounts. Accounts for fixed 
assets, shareholders’ funds, and long-term 
liabilities appear in division 00, and those 
for current assets and liabilities are pro- 
vided in division 10. 

Some authorities do not favour mixed 
groups, as instanced here, where both assets 
and liabilities appear in the one group. The 
intention in the chart of accounts under 
review is to segregate in the first division 
those accounts that have few regular post- 
ings. 

Division 20.—This division is for non- 
operating income and expense items—rent, 
patent renewals, ete. 

Divisions 30 to 80.—These next six 
divisions are utilised for recording cost and 
production details and finished goods and 
other stock accounts. Operating expendi- 
tures are recorded in division 30 accounts. 
Classification may be according to the basis 


of apportionment to cost centres such as 
(1) direct, (2) floor space, (3) labour or 
man-hour basis, ete., to enable detailed cost 
analysis to be made. Examples of other 
classifications are given. Material and 
labour accounts are provided for in division 
40. Information is required from factory 
analysis records of wages and stores issues 
to complete the posting to these accounts 
Division 50 is left free for any required 
expansion of groups 40 or 50. Accounts for 
cost centres or departmental expense at- 
counts are contained in divisions 60 and 
70, and to these accounts costs recorded in 
the earlier operating expense accounts are 
allocated. Work in progress accounts ap- 
pear in division 80, together with finished 
goods account, and these accounts accumt 
late all the direct manufacturing costs 
(40) and indirect costs (70). 

Division 90.—Accounts for distribution 
and marketing costs, sales, cost of sales, and 
net result are classified here. 

To exemplify the application of this 
chart of accounts a flow chart is given to 
show its application in a factory using 
standard costing, and another for a factor) 
using job costing. 

The information in the book is well pre- 
sented, and good use is made of diagram- 
matic helps to explain the flow of entries 
and to complete an interesting treatise. 

A.HL.B. 
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THE BANKING SYSTEM IN THE 
SEMI-PLANNED ECONOMY 


by 


G. A. J. Sumpson-LEE, LECTURER IN Economics, UNIVERSITY OF 


SYDNEY 


Based on a lecture delivered to the Commonwealth Institute Students’ Society. 
N.S.W. Division) 


The war_and post-war years have seen 
many outstanding changes in the organisa- 
tion and operation of the modern semi- 
planned economy. In Australia, for ex- 
ample, we have experienced and are experi- 
encing a multitude of government controls 
over almost every aspect of our daily lives. 
We have felt and still are feeling some of 
these controls directly, and therefore are 
specially conscious of them. There are, 
however, other controls which affect us 
only indirectly and of which we are not 
specially conscious, but are of great im- 
portance. Not the least outstanding of 
these controls is the banking and financial 
system. The aim of this lecture is to out- 
line the role of the banking system in the 
modern semi-planned economy—a_ role 
which has developed so rapidly in the last 
decade that one should be quite clear about 
its nature and significance. To appreciate 
this role, one must realise the nature of the 
‘semi-planned economy and, at the risk of 
being tedious, this is explained briefly in 
the following paragraphs. 


I1—The Nature of the Semi-planned 
Economy 

If we were to make a list of all the goods 
and services produced last year, we would 
find that we had produced a certain quan- 
tity of consumption goods and a certain 
quantity of capital goods. We would find 
also that we had produced certain quan- 
tities of different consumption goods, and 
certain quantities of different capital goods. 
And we would find that we had produced 
them by a wide variety of methods, some by 
labour-saving methods and some by labour- 
using methods. At some stage, decisions will 
have been made about all these matters, and 
it is at just which stage these decisions are 
made that distinguishes one type of 
economy from another. 

All economies must make these sorts of 
decisions, no matter whether peasant or 
industrial, capitalist or socialist. But, of 


decisions are 
more complex in a modern 
economy than in_ Robinson 
economy. The decisions are made in the 
course of everyday living, and the need to 
make them can be shown by taking a few 
examples. The United Kingdom, in order 
to build up her defence forces and to ac- 
cumulate a stockpile of basic materials, has 
decided to reduce the production of motor 
vehicles. Australian wool-growers have de- 
cided that it is more profitable to grow 
wool than to produce mutton and lamb, 
and consequently there is less mutton and 
lamb available for consumption. 

These sorts of decisions may be planned 
or unplanned. By ‘‘planned’’ we mean 
‘*planned beforehand’’—as in the Russian 
Five Year Plans—by a central planning 
body. Such a body would make a list, on 
the one hand of the economy’s resources, 
and on the other hand of its wants. Its 
resources would include its labour, mater- 
ials, capital equipment, and technology ; 
and its wants would include its require- 
ments for consumption and capital goods 
The list of requirements would have to be 
pruned to fit the quantity of available re 
sources. In such a planned economy—an 
extreme type—each man, machine, and 
material is geared to the overall plan. 

In the unplanned economy—also an ex- 
treme type—decisions are ‘‘unplanned be- 
forehand’’ (but not necessarily therefore 
chaotic). There is no central planning 
body, but decisions are made as the result 
of actions by individuals and businesses in 
response to prices and price changes. At 
the end of the year, resources will have 
been allocated as a result of a multitude 
of decisions by a multitude of different 
people. 

It is not my purpose to debate the merits 
and demerits of these two extreme types of 
economy, but clearly, many interesting and 
important issues are involved. For in- 
stanee, there are the problems of private 


course, the immeasurably 
industrial 


Crusoe ’s 
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versus public enterprise, democracy versus 
dictatorship, economic freedom versus 
economic justice. All these are wide issues 
on which we may expect wide differences 
of opinion. The point I wish to make is 
that no modern economy conforms with 
either of these extreme types. The present- 
day Russian economy is the nearest to 
being completely planned, and the nine- 
teenth century British economy—laissez- 
faire eeonomy—was perhaps the nearest to 
being completely unplanned. Modern 
economies are ranged in between these ex- 
tremes—some nearer to one than the other 
These economies are called mixed or semi- 
planned economies. The Australian 
economy is semi-planned, and so are those 
of U.S.A. and U.K., the former perhaps 
being less planned and the latter more 
planned than the Australian economy. The 
essential feature of the semi-planned 
economy is that the price mechanism is re- 
tained but is forced to function within an 
overall framework of controls designed to 
carry out predetermined social and eco- 
nomic policy. 


II.—Planning in the Australian 
Semi-planned Economy 


In the semi-planned economy the bank- 
ing and financial system has a positive role 
to play, and therefore we should be quite 
clear in what ways the Australian economy 
is semi-planned; and to what extent it is 
planned. 

Firstly, it is planned to the extent that 
the State carries out activities to preserve 
law and order without which no society 
could function. In 1776, Adam Smith, in 
his Wealth of Nations, described the proper 
functions of the State as: (a) ‘‘protecting 
the society from the violence and invasion 
of other independent societies’’ (defence) 
(b) ‘‘protecting as far as possible every 
member of the society oy the injustice 
of every other member of i (law), and 

c) ‘‘erecting and ss ed al those public 
institutions and those public works... of 
such a nature that the profit would never 
repay the expense to any individual or 
small number of individuals’’ (State works 
and institutions, particularly those for 
facilitating commerce and promoting edu- 
cation). These functions may be regarded 
as essentially negative in conception, being 
concerned only .with maintaining society 
intact. 


Secondly, there are those State activities 
which are designed to do something posi- 
tive. These are designed to modify the free 
working of the economy and to implement 
pre-determined social and economic policy. 
All modern economies have positive as well 
as the negative functions already men- 
tioned. Nobody would want to restrict 
State functions to defence, police, justice, 
and public instruction; but there is still 
considerable difference of opinion about 
how extensive State functions should be. 
Nevertheless, these functions fall into two 
broad groups: (a) those which are pri- 
marily social in conception and are aimed 
at defining the social framework within 
which all of us live and work, and (b) those 
which are designed to carry out a particu. 
lar economic policy. 

Examples of social policy are the re- 
quirements that food and drink must reach 
specified standards of purity; that public 
and private transport must maintain cer- 
tain safety standards; that doctors, archi- 
tects, and the like must be registered before 
they ean practise; and the requirements 
relating to the hours and conditions of 
work. Our system of cash social service 
benefits is another example. All these con- 
trols help to define the social framework, 
and apply to all of us—individuals. private 
business, and State enterprises. 


Examples of economic policy are the 


nationalisation of key industries (e.g 
banking, coal, transport, steel, broadcast- 
ing, ete.) which has proceeded quite a long 
way in U.K.; the fostering of new indus- 
tries for military or strategie reasons and 
their protection by tariffs or subsidies, of 
which we have had not a little experience 
in Australia; progressive rates for income 
taxes and death duties to reduce the in 
equality of incomes; marketing schemes for 
primary products; controls over rents. 
wages, prices, capital issues, etc. Countless 
other examples could be mentioned, but 
there is one in particular which is now of 
great importance, namely, the maintenance 
of a high and stable level of economic ac- 
tivity and employment (i.e. ‘‘full employ- 
ment’’). This goal requires the exercise 
by the government of controls, particularly 
over banking and investment. 


III.—The Role of the Banking System 


We may now state explicitly what has 
already been implied. The banking and 
financial system operates within and upon 


(Continued on page 227) 
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The Banking System—continued 

the semi-planned economy. It operates 
within the economy in so far as it provides 
financial services, and these are not funda- 
mentally different from the transport ser- 
vices provided by shipping lines, railways, 
and airlines; or the distribution services 
provided by wholesalers and retailers. But 
the economic significance of the banking 
and financial system lies in the fact that it 
is one important control over the economy 

a means for the expression and imple- 
mentation of economic policy. It is this 
aspect of the banking system which has 
grown enormously in importance in the last 
decade. The banking system in the semi- 
planned economy is now first and foremost 
a form of control. 

We should remember, however, that the 
banking system is only one important 
means of control. There are, of course, the 
direct controls which seek to administer re- 
sources directly and which do not work 
through the monetary mechanism at all 
eg. many wartime controls were of this 
type: manpower control, rationing, restric- 
tions on the production of luxuries which 
gave us ‘‘austerity’’ suits, books, and news- 
papers), and other financial controls (e.g. 
price control, wage-pegging, taxation, capi- 
tal issues control, etc.). In most cases, these 
controls complement and supplement each 
other. For instance, at the present time 
it is desirable to curb the rate of private 
investment, and to this end we have a re- 
strictive advances policy to curb invest- 
ment from bank loans, supplemented by 
capital issues control to curb investment 
financed by the issue of new share capital, 
and shortly to be further supplemented by 
an excess profits tax to curb investment 
financed by ‘‘ploughing back profits’’. 


IV.—The Australian Banking System 


To illustrate this control aspect of the 


banking system in the semi - planned 
economy, we may take the Australian bank- 
ing system as typical. The Commonwealth 
Bank Act 1945 and the Banking Act 1945 
put on a permanent basis many powers 
over the banking system granted to the 
Commonwealth Bank under National 
Security Regulations. These two Acts may 
be taken as defining the Australian bank- 
ing system.* The Commonwealth Bank Act 


y For details, see Gifford and Wood, Australian 
pain (University of Queensland, Brisbane, 
947). 
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the constitution and 
management of the Commonwealth Bank 
and the management of the Australian 
note issue. When Mr. Chifley introduced 
the Bill in the Commonwealth Parliament 
he explained that it was designed, inter 
alia, to strengthen the central banking 
functions of the Commonwealth Bank, and 
to ensure that the financial policy of the 
Bank will be in harmony with the main 
decisions of Government policy. Even a 
cursory examination of the Act will reveal 
that the Commonwealth Bank has little 
political independence and is quite clearly 
a tool of government, as is the central bank 
in most advanced economies. 

The Banking Act 1945 is of great in- 
terest and importance. It is interesting 
because it was the first comprehensive 
piece of legislation passed by the Common- 
wealth Parliament under its constitutional 
power to legislate with respect to banking; 
and it is important because it gives the 
Commonwealth Bank effective control over 
the trading banks. The objects of this Act 
are to provide a uniform legal framework 
for regulating the banking system, to pro- 
vide for the co-ordination of banking policy 
under the direction of the Commonwealth 
Bank, to control the volume of credit in 
circulation and bank interest rates, and to 
mobilise and to provide machinery for the 
control of the foreign exchange and gold 
resources of the Australian economy. These 
objects are achieved through the licensing 
of banks, control over trading banks’ cash 
reserves by means of the Spec'al Accounts, 
control over trading banks’ advances 
policy, powers to obtain information from 
and to investigate the trading banks, and 
control over all supplies of foreign cur 
rency acquired by the trading banks in the 
course of their business. 

The Commonwealth Bank Act 1945 states 
that it is the duty of the Commonwealth 
Bank to pursue a monetary and banking 
policy directed to the greatest advantage of 
the people of Australia ; or, more explicitly, 
to exercise its powers as best to contribute 
to: 


1945 provides for 


(a) the stability of the currency of 
Australia, 
(b) the maintenance of full employ- 
ment in Australia, 
(ec) the economic prosperity and wel- 
fare of the people of Australia. 
All these objectives of central bank 
policy have a commonsense justification, 
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but it is important to realise that they are 
not such clear-cut objectives as they may 
appear. They are not necessarily comple- 
mentary. 

The traditional objective of stable 
foreign exchange rates is a limited and 
narrow aim, and less important than the 
stability of some commodity prices. This 
would be true of wool and wheat prices in 
the case of Australia, but this is not to 
deny that stable rates do foster inter- 
national trade and international borrow- 
ing and lending. There is nothing sacred 
about stable rates, and in any case they 
are likely to be difficult to maintain at some 
time or other. For instance, under the gold 
standard an outflow of gold required de- 
flationary measures to reduce national in- 
come (and so reduce imports and increase 
exports), measures which most gold stan- 
dard countries were not prepared to imple- 
ment during the great depression when un- 
employment was already large. We have 
perhaps the opposite case at the present 
time in Australia, when maintenance of the 
exchange rate with sterling means dearer 
imports and higher living costs, and so con- 
flicts with the objective of a stable internal 
price level. The point is that in certain 
circumstances the objective of stable 
foreign exchange rates may clash with the 
objectives of full employment and/or a 
stable internal price level. In most eases 
this clash is resolved by control of the 
foreign exchange market, thereby insulat- 
ing the domestic economy from its effects. 
This is the means by which most countries 
manage to maintain their foreign exchange 
rates. 

The objective of a stable internal price 
level is an inherently ambiguous objective. 
Does it mean, for instance, a slowly chang- 
ing price level, with some prices rising and 
others falling? Or does it mean ‘‘price- 
freezing’’? If it means the latter, then it 
may lead to disastrous results through the 
misallocation of resources, suppression of 
technical progress, and the like. We have 
inherited some of these effects from our 
wartime price freeze. The ‘‘stability of the 
eurreney of Australia’’ is likely to be diffi- 
eult to administer and difficult to measure, 
though broadly it is desirable to have 
steady prices. 

Now the accepted objective of all modern 
governments and their central banks, the 
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maintenance of full employment, is a not 
entirely unambiguous objective. How 
‘*full’’ is ‘‘full employment’’? What per- 
centage of unemployment should be toler- 
ated? Certainly, having more jobs than 
men to fill them is highly desirable, but we 
should realise that such a state virtually 
means (a) a constant upward pressure on 
wages and costs, (b) a steadily rising price 
level, and (c) an extensive system of con- 
trols. The ‘‘fuller’’ the employment, the 
greater are the problems of keeping the 
level of employment high and stable. But 
notwithstanding all the preceding discus- 
sion, it is true that the central bank in a 
semi-planned economy can influence the 
general level of economic activity (ie 
levels of incomes, employment, production, 
prices, etc.) and can, by appropriate bank- 
ing policy supported by appropriate non- 
banking policy, exercise a large measure of 
control over the trade cycle.* This state- 
ment is true of the Commonwealth Bank of 
Australia. 


V.—Conclusion 

The aim of this lecture has been (a) to 
answer the question : How should the bank- 
ing and financial system be regarded in a 
modern semi-planned economy? and (b 
to illustrate the answer to that question by 
considering briefly the Australian banking 
system. It will have been apparent from 
all the preceding discussion that the mod- 
ern trend is away from any sort of mech- 
anistic monetary system and towards a 
finely-controlled system designed to achieve 
pre-determined objectives. We know what 
we want, and we set out to achieve it at 
least cost. We are no longer prepared to 
tolerate deflation for the sake of remaining 
on the gold standard, or to let a rise in our 
London funds affect automatically our 
bank advances policy, or permit an increase 
in trading banks’ eash reserves to lead 
always to an expansion of bank credit. In- 
stead, we control in order to achieve our 
desired goals of full employment, defence, 
national development, and so on. Whether 
we shall control our economy wisely and 
well or foolishly and badly, only time will 
tell. But at least we shall have approached 
the problems in the proper frame of mind 
by making the monetary system our ser- 
vant, and not our master. 

*For an elaboration of this statement, see 


Renwick and Simpson-Lee, The Economic Pattern 
(Longmans, Melbourne, 1950). 
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Edited by 
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CONTRACT: WHETHER TIME OF THE ESSENCE 


A contract for the sale of land required 
payments of £3 ‘‘on Monday in each and 
every week,’’ the first to be made on 15 
August. A clause provided that ‘‘time 
shall be considered of the essence of this 
contract and all the conditions thereof.’’ 
The purchaser made payments of £12 on 
31 August, 5 October, and 7 November. 
The vendor died on 18 December, and sub- 
sequently the executor gave notice pur- 


porting to rescind the contract on the 
ground that the purchaser was in arrears 


Held (Barry, J.): that because of the 
failure of the vendor to avail herself of 
the purchaser’s omission to pay the instal- 
ments on due dates, time had ceased to be 
of the essence, and therefore the notice of 
rescission was ineffective. (Bull v. Gaul, 


[1950] V.L.R. 377. 


CONTRACT: IMPLIED WARRANTY THAT PREMISES REASONABLY SAFE 


A railway season ticket holder, when 
about to board a train, caught his foot in 
a crack between a paving stone and one of 
the coping stones along the edge of the 
station platform belonging to the defen- 
dants, with the result that a bone in his 
foot was fractured. 


Held: (King’s Bench Division) that al- 
though the question of access to the train 


was ancillary to the actual contract of 


carriage, there was to be implied in that 
contract a warranty that that part of the 
premises which a passenger was bound to 
use for the purpose of access to, or dis- 
mounting from, a train, was reasonably 
safe; the crack in close proximity to the 
edge of the platform resulted in the 
premises not being reasonably safe; and, 
therefore, the defendants were in breach 
of the warranty. (Protheroe v. Railway 
Executive, |1950| 2 All E.R. 1093.) 


CONTRACT: WHETHER BOARD MINUTES CONSTITUTED A SUFFICIENT 
MEMORANDUM WITHIN THE STATUTE OF FRAUDS 


A company was incorporated on 4 June 
1946, and in the minutes of a meeting of 
the company held on 17 June 1946 it was 
stated : ‘‘ First directors. The appointments 
of Messrs. Kent and James as first directors 
of the company was approved subject to a 
three-year contract with the company at 


salaries of £1,020 and £420 per annum 
respectively.’’ At a directors’ meeting on 
the same day it was resolved to request the 
company’s solicitor to prepare service 
agreements for a minimum period of three 
years for Kent and James. The agreements 
Were never, in fact, prepared. On 22 De- 
cember 1948 James was summarily dis- 
missed, and he claimed the amount of his 
salary for the remainder of his three years’ 
term of office. The company pleaded that 
the agreement was not to be performed 
within one year and there was no memor- 
andum or note of it to satisfy the Statute 
of Frauds, 1677, s. 4. 

Held: (i) If there was an oral contract 
of employment for three years the minute 


of 17 June 1946 did not constitute 2 suffi 
cient memorandum of it for the purposes 
of s. 4 because there was no indication in 
the minute of the general nature of the 
duties which James had to perform, and, 
therefore, the contract was unenforceable 

(ii) It was impossible to imply a term 
that James was entitled to reasonable 
notice, because so to do would be to imply 
a fresh contract from acts done in pursu 
ance of an unenforceable express contract 
while that contract was still in existence. 
The Court here followed Brittain v. Rossi- 
ter (1879), 11 Q.B.D. 123, where it was 
held that: ‘‘A contract, which is not en- 
forceable by reason of the provisions of the 
Statute of Frauds, s. 4, nevertheless is an 
existing contract and is not void altogether. 
and a fresh contract cannot be implied 
from acts done in pursuance of it.”’ 

(iii) There was in fact no contract for 
three years because on the construction of 
the minutes the agreement between the 
parties was conditional on the drawing up 
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of a formal contract, which had not been 
done; but there was a contract of employ- 
ment for an unspecified period. James was 
therefore entitled to reasonable notice of 
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the termination of that contract or pay- 
ment of salary in lieu of such notice, and 
three months would be reasonable in the 
circumstances. (James v. Thomas H. Kent 
& Co. Ltd., {1950} 2 All E.R. 1099. 


GUARANTEE: WHETHER GUARANTOR’S LIABILITY DISCHARGED BY 
AGREEMENT TO GIVE TIME 


A motor-car dealer sold a car to a finance 
company, which entered into a_ hire-pur- 
chase agreement with a purchaser. The 
agreement provided for the payment of a 
deposit an twelve monthly instalments 
falling due on the last day of the month. 
The dealer guaranteed fulfilment of the 
contract on condition that the guarantee 
should not be avoided, released, or affected 
by the company’s giving time to the pur- 
chaser, provided that the guarantor was in- 
formed when any payment or instalment 
was more than thirty days overdue. The 
purchaser failed to meet the instalment due 
on 31 October, and on 17 November the 
finance company, in consideration of a 
further payment of £1/15/-, agreed to give 
the customer until 30 November to pay it. 
The instalment was never paid, and on 28 


ecember the finance compa called o 
D ber the finance mpany called on 
the guarantor to fulfil his guarantee. The 


guarantor disclaimed liability on the 
eround that he had not been informed 
when the instalment was thirty days over- 
due. 

Held: (Court of Appeal) that the instal- 
ment was thirty days overdue on 30 Novem- 
ber, which was thirty days after the due 
date of payment fixed by the original 
agreement, and not thirty days after the 
date fixed by the agreement to give time, 
and, therefore, as the guarantor had not 


been informed of that fact within a reason- 
able time after 30 November, he was re- 
leased from liability under the guarantee. 

The following points were made in the 
course of the judgments :— 

(1) Between 17 November and 30 
November the instalment was a debt due 
but not enforceable and could be described 
by the tag debitum in praesenti solvendum 
in futuro. By 30 November it was thirty 
days overdue, and the company should have 
informed the dealer within a reasonable 
time. Twenty-eight days later was not a 
reasonable time (per Denning, L.J.). 

(2) The contention for the defendant 
gave business efficacy to the document, 
whereas that for the plaintiff (that the 
instalment was not overdue until the ex- 
piration of thirty days from the extended 
time, i.e. till 30 December) would render 
the protection given to the defendant prae- 
tically illusory (per Cohen, L.J.). 

(3) If there were any doubt, the matter 
would be resolved in favour of the defen- 
dant by the maxim that an instrument 
should be construed contra proferentem 
(per Cohen, L.J.). 

Points (2) and (3) are useful illustra- 
tions of the application of rules of con- 
struction in the interpretation of agree- 
ments. (Midland Counties Motor Finance 
Co. Ltd. v. Slade, {1950} 2 All E.R. 821. 


WILLS: POWER OF APPOINTMENT EXERCISED BY DONEES IN THEIR 
OWN FAVOUR — WHETHER ABSOLUTE INTERESTS IN RESIDUARY 
ESTATE THEREBY GAINED 


If property is given to a person for life 
with a general power of appointment by 
deed or will, that person can appoint the 
property to himself and so become the 
absolute owner of it—Jarman on Wills 
(7th ed.), p. 1157. Reliance was placed on 
this principle by the testator’s two children 
in the following ease :— 

The testator, by his will, left his residu- 
ary estate to his trustee upon trust for con- 
version, and to pay out of the proceeds an 
annuity to his wife and also to F. Subject 
to these annuities he directed that two- 


fifths of the income of his residuary estate 
be paid to his daughter S. for life and the 
other three-fifths of the income to his son 
A. for life, subject in both eases to protec- 
tive trusts in favour of S. and A., their re- 
spective spouses and children, i.e. in the 
event of S. or A. becoming bankrupt oF 
encumbering their interests, their right to 
the income would cease and would revert 
to the trustees, who would have power t0 
apply it in their discretion for the benefit 
of S. or A. or their spouses or children. 
The will then provided that on the death 


(Continued on page 231) 
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of the survivor of the two annuitants the 
capital and accumulated income of the 
residuary estate be divided into five parts, 
as to two parts of which S. and as to three 
parts of which A. was to have a general 
power of appointment exercisable by deed 
or by will, with gifts in default of appoint- 
ment to the next of kin of S. and A. Both 
S. and A. purported, while both annuitants 
were still alive, to appoint the capital and 
income of the residuary estate in their own 
favour. 


ITeld and <A. 


(Herring, C.J.): that S. 
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were not entitled to an absolute interest 
in the corpus and income of the residuary 
estate as, (1) they did not have life in- 
terests in the property over which they had 
the general power of appointment since 
they might not survive the two annuitants 
and consequently were not, and might 
never be, entitled to interests in income 
commensurate with their respective in 
terests in corpus, over which they respec- 
tively had the general power of appoint- 
ment, and (2) the protective trusts created 
by the will were not void. (Jn re Coppel, 
(1950] V.L.R. 328.) 


WILLS: CONDITIONS OF ATTESTATION 


Section 7 of the Wills Act (Vie.) pro- 
vides that: ‘‘No will shall be valid unless 
it shall be in writing and executed in man- 
ner hereinafter mentioned (that is to say) : 
it shall be signed at the iovt or end thereof 
by the testator ...and such signature shall 


be made or acknowledged by the testator 
in the presence of two or more witnesses 
present at the same time; and such wit- 
nesses shall attest and shall subscribe the 
will in the presence of the testator ...’’ 


The deceased in a recent case was an em- 
ployee in a large city store. One morning 
he approached a fellow-employee A. and 
told him that he had made his will and 
wanted A. and P. to act as witnesses. Some 
time later the same morning, A. saw the 
deceased speak to P. and saw them go to- 
gether to a window-ledge in the store, 
where he saw P. take a paper from the 
testator and write upon it. He could not 
see what was on the paper or hear what 
was said, but he was standing about 15 feet 
away and had an uninterrupted view of 
the deceased and P. Immediately atter- 
wards the deceased came over to A. and 
told him that P. had signed his will and 
that he wished A. to do likewise. They 
went together to a counter behind a par- 
tition. Here deceased produced his will, 
which bore his own signature and that of 
P. P. was then in the vicinity but not ac- 
tually present. A. thereupon signed the 


WILLS: TESTATOR CANNOT REVOKE 


will. According to P. the deceased 
proached him and said: *‘You know my 
signiture?’’ (or ‘‘my writing’’ and 
When P. said **Yes.’’ deceased said: ‘‘I’ll 
get you to wituess my will.’’ The will was 
produced, with signature of the de 
ceased upon it, and P. signed his name at 
a window-ledge. Deceased then picked up 
the will. P. did not see A. in the vicinity 
at the time. 


ap- 


the 


It was admitted that deceased did not 
sign his will in the presence of either wit- 
ness, but it was claimed that he did ack- 
nowledge his signature in the presence of 
both, A. being 15 feet away when P. signed 
his name. 

Held (Dean, J.) : Deceased did not ack- 
nowledge his signature in the presence of 
A. and P. at the same time and therefore 
the will had not been legally executed and 
was invalid. The deceased had afforded A. 
no opportunity of seeing his signature 
while acknowledging it to P., whereas the 
law requires that both witnesses should see 
and be conscious of the act done and be 
able to prove it by their own evidence. 

His Honour was prepared to hold that 
it was not necessary for the two attesting 
witnesses actually to sign in the presence 
of each other, though each must sign in the 
presence of the testator. (In the Will of 
Morgan, |1950| V.L.R. 335.) 


HIS WILL BY RATIFICATION OF A 


PREVIOUS UNAUTHORISED ACT OF DESTRUCTION BY ANOTHER 


Evidenee was that a wife had torn up 
her husband’s will in a fit of temper. The 
will left all his estate to her. After the 
husband’s death, the pieces were found 
among his papers and it was sought to 
prove that the husband had ratified the 


wife’s act of destruction so as to constitute 
a revocation. The estate would then havi 
passed as an intestacy. 

Held (Dean, J.) : Since the intent to re- 
voke was lacking at the time when the will 
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was torn, there had been no effective act 
of revocation, even though the testator be- 
lieved the will to have been revoked and 
had expressed the intention of making a 
new will. 
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Hlis Honour said the statement in Hals- 
bury’s Laws of England (2nd ed.), vol. 34, 
p. 85, that a testator may adopt his own 
previous act of destruction appears to be 
a statement per incuriam. (In the Estate 


of Simkin, [1950] V.L.R. 341. 


LIEN: SOLICITOR’S POSSESSORY LIEN DEFEATED WHEN POSSESSION NO 
LONGER REFERABLE TO THE RELATIONSHIP OF 
SOLICITOR AND CLIENT 


A solicitor can claim a lien on title deeds 
in his custody against a person demanding 
their delivery if, but not unless, at the date 
of such demand his possession of them is 
referable to the relationship of solicitor and 
client between himself and the claimant. 
If this condition is not satisfied, the solici- 
tor cannot make good his lien by showing 
that he originally received the deeds from 
the claimant as his client and subsequently 
retained physical possession of them down 
to some past date in the right and on behalf 
of the claimant, but that thereafter and 
at the date of the demand he retains them 
in the right and on behalf of some person 
through whom the claimant now makes 
title. 

In 1919 the plaintiff purchased certain 
freehold property, and the documents of 
title were left by him in the custody of the 
defendant as his solicitor. Later in the 
same year the plaintiff mortgaged the 
property to R. The defendant acted as 
solicitor for both parties, and, on comple- 
tion of the mortgage, continued to retain 
the original documents of title together 
with the mortgage deed, and these docu- 
ents of title were never removed from his 
custody. R. died in February 1941, and in 
the following year his will was proved by 
the defendant and others, executors there- 
by appointed, and the documents were 
thenceforth held by the defendant on be- 
half of himself and his co-executors as joint 
mortgagees. On 12 June 1943 the plaintiff 
served on the defendant and his co-execu- 
tors notice to redeem the mortgage. In re- 
demption proceedings which ensued the de- 
fendant claimed to be entitled to a lien on 
the deeds of the property in respect of 
solicitor’s costs incurred by the plaintiff 
both before and after the original deposit 
of the deeds in 1919, and asserted a right 
to withhold the deeds from the plaintiff on 
the redemption date unless, in addition to 


the payment of the mortgage debt and in- 
terest, the amount due to him for costs was 
paid. In January 1946 the defendant took 
a transfer of the mortgage from the mort- 
gagee’s executors to himself alone and 
thenceforth held the documents in question 
as sole mortgagee, the redemption proceed- 
ings, accordingly, being stayed against the 
other executors. On February 3, 1948 an 
order for redemption was made which left 
open the question of the defendant’s claim 
to a lien, and, in February 1949 the defen- 
dant applied by summons in the redemp- 
tion proceedings, under the liberty to ap- 
ply reserved by the order, for a deelara- 
tion as to his right to a lien on the doeu- 
ments of title. 

Held (Court of Appeal): (i) The de- 
fendant’s possession of the mortgage deed 
and the right to demand it from him which 
the plaintiff now had as a redeeming mort- 
gagor were referable solely to the relation- 
ship of mortgagee and mortgagor, and not 
to that of solicitor and client, and, there- 
fore, the defendant was not entitled to any 
lien against the plaintiff so far as the 
mortgage deed was concerned. 

(ii) When a elient for whom a solicitor 
held title deeds mortgaged the property 
comprised in them to another client of the 
same solicitor, then, even though the deeds 
before and after the mortgage remained 
continuously in the solicitor’s possession, 
the solicitor held them after completion of 
the mortgage exclusively in the right and 
on behalf of the mortgagee. By this change 
in the character of the solicitor’s possession 
of the deeds the solicitor’s lien against the 
mortgagor was destroyed, since the condi- 
tions necessary to support it, namely, the 
mortgagor’s right or title to the docu- 
ments, had ceased to exist. Consequently, 
the defendant was not entitled to any lien 
on the documents. (Barratt v. Gough- 
Thomas, [1950] 2 All E.R. 1048.) 
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WRITING REPORTS 


J. K. M 


An accounting report may be likened to 
a good business letter; in fact, it is really 
a sales letter designed to ‘‘sell’’ an idea and 
to get action along some line or other. Ac- 
cordingly, it must have an appeal to the 
reader that will tie-in with some of his 
wants and desires. A bare statement such 
as ‘‘the stock turnover is too slow’’ means 
absolutely nothing unless that idea can be 
linked up with some scheme to improve the 
results to the reader’s benefit. Put in 
another way, the reader may want to im- 
prove the profits of his business, and if 
the report shows him a way to do it, it 
will get some action; without that appeal 
to his interests the report will be useless. 


This then is the spirit we must bring to 
the writing of reports: a determination to 
put our findings in such a way that they 


will evoke a favourable response on the 
part of the reader. This should not be 
regarded as a mercenary object—far from 
it, for it is the same with all human ideas: 
they either appeal to our wants or desires 
or they are ignored. 

Using the ordinary business letter as 
the basis for our form of report, we can 
go ahead and formulate a few rules to 
guide us in our composition and presen- 
tation. Accounting reports are usually 
directed to one or other of the following 
groups : 

(i) Single individuals, such as sole 
traders, single members of part- 
nerships, or single shareholders. 
Groups of individuals, such as 
the members of a partnership or 
the shareholders of a company. 
Representative individuals or 
groups of individuals, such as 
directors, managers, secretaries, 
boards of directors, and trus- 
tees. 

Each group 
method of 


own special 
superscription 


requires its 
address and 


. CARROLL 


(that is the style or title given to the 
addressee), which, although often thought 
to be of little importance, is worthy of 
particular attention as, being the first thing 
which the reader sees, immediately sets the 
tone for the whole document. 

(i) Single individuals will all be acting 
on their own behalf, and therefore the re- 
port must be addressed to them personal- 
ly, commencing with the superscription, 
such as: 

Mr. J. Smith, 
18 Bourke Street, 
Melbourne, C.1. 


J. Smith Esq., 

18 Bourke Street, 

Melbourne, C.1. 
The use of ‘‘Mr.’’ or ‘‘Esq.’’ is largely a 
matter of taste, but business firms gener- 
ally use ‘‘Mr.’’ and professional men, such 
as accountants and solicitors, tend to pre- 
fer ‘‘Esq.’’ as being more dignified and 
more complimentary to the reader. The 
use of initials or Christian names will be 
dictated mainly by the preference dis- 
played by the reader in his style of trad- 
ing or by the style by which he is usually 
known. Of course, if the report is to a 
woman, then the form of superscription 
will be either ‘‘Miss’’ or ‘‘Mrs.’’ as the 
case may be—not necessarily according to 
her marital status, but according to her 
trading style, if she is in business, for 
many married women trade under the 
style of ‘‘Miss.’” The superscription will 
be followed by the form of address. In 
the case of single individuals that form is 
usually ‘‘ Dear Sir’’ or ‘‘Dear Madam.’’ In 
official correspondence the form ‘‘Sir’’ or 
‘*Madam”’ is often found, but that is con- 
sidered too curt and distant for business 
use. On the other hand, a phrase such as 
‘‘My Dear Sir’’ would be thought con- 
descending, and therefore offensive, and 
must be avoided. 
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(ii) Groups of individuals will also be 
acting for themselves, and must be re- 
ported to personally. The superscription 
will therefore be, for the members of a 
partnership : 
Messrs. B. Black & Co., 
12 Collins Street, 
Melbourne. 
or, in the case of a group such as share- 
holders : 
The Shareholdres of H. James 
& Co. Ltd., 
1 Latrobe Street 
Melbourne, C.1. 
Should the partnership be composed of 
women, then the form would’ be similar 
to the usual partnership style except that 
the word ‘‘Messrs.’’ would be changed to 
‘*Mesdames’’ or ‘‘The Misses’’ according 
to circumstances. Again the superscrip- 
tion would be followed by the address 
and, usually, ‘‘ Dear Sirs’’ or ‘‘Gentlemen’’ 
or ‘‘Mesdames”’ is used. Expressions such 
as ‘‘Sirs’’ are too curt, although found 


frequently in government letters. 


(iii) Representative individuals are 
those acting on behalf of another, such as 
the director of a company who is the agent 
of the company. Thus, the superscription 
of a report to Mr. Williams, the Managing 
Director of Williams Industries Limited, 
would be: 

The Managing Director, 

Williams Industries Ltd., 

500 King Street, 

Melbourne. 
The use of the word ‘‘Messrs.’’ before 
‘*Williams Industries Limited,’’ although 
quite frequent, is grammatically incorrect 

-doubly incorrect, for a company is an 

artificial person and therefore singular, 
whereas ‘‘Messrs.’’ is plural; and, again, 
an artificial person is of neuter gender, 
and ‘‘Messrs.’’ is masculine. The super- 
scription, in the case of a company, is also 
followed by the address to the particular 
person or persons addressed, and the use of 
‘‘Dear Sir,’’ ‘‘Dear Sirs,’’ ‘‘Gentlemen,”’ 
‘Dear Madam,’’ or ‘‘Mesdames’’ is gener- 
ally accepted as being both dignified and 
respectful to the reader. 

Following the address and superscrip- 
tion, we come to the main body of the re- 
port, subdivided into the introduction, the 
argument, and the conclusion. Account- 
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ing reports will, usually, be made in 
response to a direction given by the ad- 
dressee, and the introduction can _ there- 
fore serve to link the report with the 
terms of appointment and to state, short- 
ly, the terms of reference. Following the 
introduction, the body of the report, or 
argument, is well commenced if the main 
findings are briefly summarised before 
going on to discuss the in detail to- 
gether with the recommendations. The 
conclusion, usually restricted to one or 
perhaps two final paragraphs, may be 
used to give a very brief summary of the 
tenor of the report and to offer further 
help if it should be needed. The main 
considerations in writing the report should 
ulways be to see that the reader knows 
exactly what the writer intends to say—a 
very simple ideal, but how often does 
achievement fall short of the ideal. <Ae- 
counting reports are usually made by one 
with technical knowledge of accounts for 
the benefit of one without that ability. A 
great many business men owe their posi- 
tions to being good salesmen or good engin- 
eers, and the techniques of accounting are 
foreign to them. Therefore the use of tech- 
nical terms is out of place, and every 
endeavour must be made to convey the 
meaning with simplicity and brevity. A 
busy person has not the time to wade 
through a mass of verbosity to find an 
obscure meaning, and unless the meaning 
is clear and unambiguous the report is 
largely a waste of time. In the same way, 
the use of foreign phrases is quite out of 
place in an English letter—phrases such as 
‘referring to yours of the 3rd ult.’’ would 
be farcical if their constant use in so many 
business letters were not tragic. Very much 
the same are the old stereotyped phrases, 
the outworn cliches, so beloved by the lazy 
letter-writer. Unless a letter is alive it is 
hardly worth reading, and this applies to 
reports to an even greater extent. Nothing 
so dampens the enthusiasm of the reader of 
a report as the use of stale expressions, 
foreign phrases, and ideas hidden in a 
mass of padding. Let our ideas be fresh 
and clear, and be presented in new clothes. 

Finally, there is the signature—the final 
act of the writer. In earlier days it was 
customary to close a letter with an expres- 
sion of either respect or affection for the 
addressee, and this pleasing custom of 


° 


(Continued on page 235 
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Students’ Section—continued 
private letter writers has been carried over 
into business correspondence, with the re- 
sult that the phrases have become dull, 
stale, and meaningless, as well as consider- 
ably abbreviated. Today it is customary to 
conclude a letter with a phrase such as 
‘Yours faithfully,’’ followed by the signa- 
ture of the writer. A number of writers, 
tired of using ‘‘Yours faithfully’’ every 
time, have adopted some variations such as 
‘‘Yours truly”’ or ‘‘ Yours very truly,’’ but 
their example has not been generally fol- 
lowed. ‘*‘Yours faithfully,’’ though prac- 
tically meaningless, is the generally-accep- 
ted ending to a report or letter in this 
country, and we can do a lot worse than 
follow that custom. Finally, the signature 
-many writers have such illegible signa- 
tures that it is only common courtesy to 
print their full name under the bieroglyph 
that does duty as a signature. 

In the ease of accounting reports, there 


Exuisit A 
Turnover of Stocl: 
Sales (at 
Average stock held 
Rate of turnover ds 
Number of weeks’ sales on hand 


cost ) 


Exurpir B 

Turnove Tr of Book Debts 
Credit sales for year i 
Sundry debtors at 30th June 
Number of times turnover me 
Average time to collect (approx. ) 


Exuipit C- 
Proportion of Outside Liabilities to Total 
Liabilities and Capital 
Total liabilities 
Outside liabilities : 
Creditors 
Bank 


Total 


The Australian Accountant 


235 


will frequently be attachments in the form 
of statements of accounts, cost statements, 
or balance sheets. These should be given an 
identifying letter ‘or number and called 
‘‘exhibits.”’ This labelling enables ready 
reference to be made to them so that the 
reader can readily turn up the more ex- 
haustive information available outside the 
scope of the main report. 

To illustrate one style of report, let us 
suppose that the Managing Director of 
Wm. Jones & Co. Pty. Ltd., of 18 Bourke 
Street, Melbourne, has asked us to ex- 
amine the financial affairs of his company 
and to make any recommendations con- 
sidered necessary to improve the company’s 
affairs. The appointment is made, officially, 
in a letter from the Managing Director 
dated the 28th July 1950. For the work, 
we are supplied with the revenue accounts 
and balance sheet for the last three years, 
and from them we have extracted the fol- 
lowing significant information : 


Year ending 


30/6/49 30/6/50 


100.000 
20.000 


1 times 
10 weeks 


90,000 
15,000 
6.6 times 
8 weeks 


80.000 
10.000 
8 times 
6 weeks 


132,000 
929 000 

6 times 
83 weeks 


125,000 
16,666 
7 times 


73 weeks 


112,000 
14,000 

8 times 
64 weeks 


50.000 56,000 60,000 
2.000 
34,000 


36,000 


3,000 
27,000 


30,000 


3,000 
22 000 


25,000 





Percentage outside capital to total funds 


used 


We are also able to obtain the following 
additional information : 

The company, formed some twenty years 
ago, has grown steadily and prospered ; yet, 
with increasing sales and good conditions, 


00% 54% (approx.) 60% 

the finances are becoming troublesome—the 
bank wants the firm to reduce its overdraft 
very considerably. The business is conduc- 
ted throughout Victoria as a wholesaler of 
hardware supplying retailers and builders. 
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Students’ Section—continued 

Terms are 30 days net cash. The Managing 
Director also states that there is a good 
supply of all the lines normally dealt in, 
and that he would like to improve the com- 
pany’s range of goods should the finances 
be improved. 


Report 


H. HAMMBLER & CO., 
ACCOUNTANTS. 


Collins Street, 
Melbourne, C.1. 
15th August 1950. 


The Managing Director, 
Wm. Jones & Co. Pty. Ltd., 
18 Bourke Street, 
Melbourne, C.1. 

Dear Sir, 

As instructed in your letter of the 28th 
of July last, we have analysed the revenue 
accounts and balance sheets submitted to 
us (Exhibits A and B), and our findings 
and recommendations are submitted below. 

We consider the present difficulties of 
your company are caused by: 

(i) the falling rate of stock turn- 
over, 
the falling rate of collection of 
book debts, and 
the lack of adequate capital. 


(11) 


(iil) 

(i) Falling Rate of Stock Turnover 
Krom 1948, when the amount of stock 
held was sufficient for approximately six 
weeks, there has been a steady fall in the 
rate of turnover, until now (30th June 
1950) the stock is sufficient for approxi- 
mately 10 weeks’ sales (see Exhibit B). 
With goods in reasonable supply, it is 
thought that stock for about four weeks’ 
sales would be enough to hold, and that the 
excess should be sold off as rapidly as 
possible. As sales (at cost price) are ap- 
proximately £200 a week, the total stock 
required should be reduced from £20,000 
to no more than £8000, allowing £12,000 to 
be paid off the overdraft, with a saving in 
interest of over £500 a year. Alternatively, 
the stock need only be reduced by, say, 
£10,000, permitting £2000 to be spent on 
new lines to improve the company’s range. 
This would reduce the saving on interest 
somewhat, but not below about £450 a year. 
To ensure that the stock is not allowed to 
increase out of proportion to reasonable 
needs, the installation of an improved sys- 
tem of control is recommended. The system 
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we have in mind is not very elaborate, but 
has proved itself as adequate for the type 
of work you have for it, and we should be 
pleased to discuss this with you later. 


(ii) Slow Collection of Book Debts 

In a business trading on terms of ‘‘30 
days net cash,’’ the average time for collect- 
ing accounts should not exceed six weeks. 
This time was the average for your firm in 
1948, but since then the position has de- 
teriorated, and today (30th June 1950) the 
time is over eight weeks (see Exhibit B). 
This means that money is tied up unneces- 
sarily in overdue accounts which, if cur- 
rent, would allow approximately £5000 to 
be paid off the bank overdraft and result in 
a saving of at least £225 a year. As trade 
conditions are generally good throughout 
the State, this slowness in paying is not 
likely to be due to any financial stringency, 
and so the blame must rest on the credit de- 
partment, due either to a laxity in granting 
credit or a failure to follow-up buyers who, 
though sound, are inclined to become slow 
if not ‘‘prodded.’’ It is therefore suggested 
that the credit department be overhauled 
to see what improvements in the methods 
of granting credit and of following up 
buyers can be adopted. 


(iii) Insufficient Capital 

Over the last three years sales have in- 
creased by over 25% and the bank over- 
draft from £22,000 to £34,000. This is not 
necessarily bad, for an increasing turnover 
would naturally require more financing; 
but in your case the outside creditors are 
now forming such a great proportion of the 
total funds used that they are becoming a 
source of danger to the company. In 1948 
the outside creditors supplied 50% of all 
funds used, while in 1950 the pereentage 
had inereased to 60 (see Exhibit C). In 
conditions of good trading this may be 
quite satisfactory, but it requires only a 
small set-back for the losses to become s0 
ereat that the shareholders would have 
difficulty in retaining their interest in the 
business. Already we have suggested two 
ways of reducing the overdraft by approxi- 
mately £15,000, but even with that reduc- 
tion it is considered that the overdraft 
would still be too high for safety. A reason- 
able proportion of outside funds to the 
shareholders’ funds would be approx! 
mately one to two, and it is suggested that 
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Students’ Section—continued setback, as well as substantial saving being 
new capital to the extent of, say, £6000 be made in the annual charge for interest. If 
sought by the issue of new ordinary shares there is any other way in which we can 
to the existing shareholders. assist you, please let us know. 


7 » pee i : 7e ave ‘ 2 , » s » 

If the recommendations we have made Yours faithfully, 
are carried into effect we feel sure that the 
finances of the company will be streng- 
thened and the future secured against any per W. Smith. 


H. HAMMBLER & Co., 
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COINAGE REFORM 


Mr. J. Cassidy, B.Com., A.C.A.A., Bris- 
bane, writes :- 

‘I was pleased to read the article on 
‘Coinage Reform’ in the March 1950 issue 
of The Australian Accountant (p. 120). 

‘*However, I was disappointed that the 
writer found it necessary to alter our coins 
somewhat, for we could easily develop a 
decimal system using our present curreney. 

‘*The obvious unit is the pound, which 
is conveniently divided already into 10 
florins. Each florin consists of 96 farthings, 
and only a small alteration is needed to 
make this 100 farthings. 

‘*Then: 6d.—=4 florin or 25 farthings, 
1/-= 43 florin or 50 farthings, 10/-=—5 
florins. As an example, £10/5/6 would be 
written 10.275 pounds, as it would be 10 
pounds 2 florins 75 farthings. 


**The difficulty lies in the smallest coins, 
but the most convenient method would be to 
replace 3d. with coins the value of 2 farth- 
ings, 1d. with coins the value of 5 farth- 
ings, 3d. with coins the value of 10 farth- 
ings, which might be a trifle upsetting in 
respect to our domestic economy at first, 
but the Prices Branch could determine the 
various adjustments to such items as news 
papers and tram fares. 


‘*T think you will agree that if we could 
retain our present terminology, ‘pounds, 
florins, and farthings,’ it would be prefer- 
able to the use of ‘dollars’ and ‘cents’.”’ 


With respect, the writer cordially agrees 
with the amendment suggested by Mr. 
Cassidy as being a distinct improvement 
on the writer’s original proposal. 


ON DIVORCES 


Each day I look down the Law List 
seeking out a class of litigation in which 
I am interested. I never fail to be appalled 
by the ever-mounting list of divorce cases, 
that gruesome catalogue of shattered hopes. 
Nevertheless, only the ignorant moralist 
would pine for the ‘‘good old days.’’ If 
the divorce list was shorter a hundred 
years ago, it was not because morals were 
better then; it was because divorcees were 
harder to obtain. 

There was no divorce court, as we know 
it, in Dr. Johnson’s day. The procedur 
for getting rid of an unfaithful wife was 
a costly one, so that only the relatively rich 
could adopt it. This procedure may be 
illustrated by the case of Johnson’s friend, 
Mr. Topham Beauclerk. In 1766 he ‘‘ran 
off’? with the wife of Lord Bolingbroke. 
First of all, his Lordship brought an action 
against Beauclerk in the King’s Bench 
Division of the English High Court and 


got a verdict for £500 damages. Lord 
Bolingbroke then obtained, in the Consis- 
tory Court of the Bishop of London, a sen- 
tence of divoree from bed and_ board 
against his wife. Thirdly, and finally, in 
1768 a private Act of Parliament was 
passed: ‘‘An Act to dissolve the marriage 
of Frederick Lord Viscount Bolingbroke 
with Lady Diana Spencer, his now wife. 
and to enable him to marry again.’”’ T 
complete the story, Topham married the 
lady at St. George’s, Hanover Square, two 
days after the Act was passed. 

Sir Frank Mackinnon records that no 
private Act dissolving a marriage in the 
interests of a wife because of her husband’s 
adultery was passed until 1801. It is of 
interest to note that this Bill was strongly 
opposed in the House of Lords by the 
future King William IV, but was passed 
chiefly owing to a speech by Lord Thurlow, 
the Chancellor, in its favour. Both the 
supporter and the opponent of the Bill 
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had one interest in common—that of laying 
down families ‘‘on the side.’’ King 
William IV—for whom the term ‘‘Silly 
silly’’ was invented—had a veritable litter 
of illegitimate children. In Johnson’s 
times, the majority of barristers lived in 
one of the four Inns of Court, and most 
of them were bachelors. But a great many 
of them had mistresses. The practice is not 
nearly so common to-day. When, however, 
a barrister was made a judge, the rules of 
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polite society demanded that he should 
marry the lady. Even so, awkward situa- 
tions arose. For example, it is recorded 
that Sir James Mansfield, Chief Justice of 
the Common Pleas, declined a peerage in 
1804. An hereditary title would have been 
a great embarrassment to him and his 
children, as they were all illegitimate, al- 
though he had married their mother. Lord 
Thurlow also had a brood and, while Lord 
Chancellor, went openly into society with 
his natural daughters. 


INFERNAL v. INTERNAL AUDITING 


Many friends have expressed to me their 
appreciation of Mr. A. S. Donnelly’s 
article in the March, 1950, issue, entitled 
‘‘Are Audits Worth While?’’ It abounds 
in good sense expressed in good English. 
There is one passage of particular import- 
ance. Mr. Donnelly says: ‘‘There seems 
to be a vast field to be explored in obtain- 
ing greater co-operation between auditors 
on the one hand and accounting execu- 
tives and internal auditors on the other. 
Indeed, there is little evidence of research 
into internal auditing in Australia. This 
technique must be developed as quickly as 
possible.”’ 

Some eighteen months ago I discussed 
this very problem with a London friend 
who is a v.i.p. in Great Britain’s ship- 
building industry. He is England’s fore- 
most financial authority on that and allied 
subjects, and is a director of many under- 
takings. | need not add that my friend is 
a Scot. He is a son of the manse and a 
man of low stature and high principles. 
With all these handicaps how did he get 
so far? The answer is: after he had com- 
pleted his articles and examinations and 
had become a chartered accountant, he 
Was appointed internal auditor of a great 
ship-building works. By his great skill 
and the knowledge gained in that post he 
had risen to the top of the mast. My 
friend’s story caused me to make further 
enquiry, and I found that the office of in- 
ternal auditor in England was growing 
rapidly in importance and extent. The 
public auditor, faced with mounting costs 
and staff shortages, was welcoming the 
change. If this note should catch the eye 


of an internal auditor I trust he will write 
an article for the journal for the benefit 
of us unfortunate infernal auditors, telling 
us in detail how we can collaborate to the 
end of making our audits ‘‘worth while.”’ 


Mr. Donnelly’s reference to ‘‘tick and 
holler’’ reminds me of some of the ‘‘audi- 
tors’’ of forty years ago. With eyes severe 
and beard of formal eut, full of foolish 
saws and ancient instances, so they ticked 
and hollered. Many of them were men of 
fine character, and partly made up for 
their lack of technical ability by hard work 
and good sense. But some were imposters. 
One of whom I speak was also a sadist. 
Hollering affords an excellent opportunity 
for the exercise of sadism. Let the hollerer 
holler a little faster than the ticker can 
tick. By the end of the day the ticker is 
tucked. My dear old ‘‘foundation mem- 
ber’’ was an adept at this game. On one 
oceasion he announced to the secretary of 
a company that he was coming next morn- 
ing to audit the bank reconciliation. The 
secretary, who lived in terror of the old 
bully, was ready for him next morning. 
The auditor began to holler from the cash 
book to his unfortunate clerk, but he 
noticed that the clerk was keeping pace 
with him. The hollerer increased the tempo 
and still the victim kept pace. Puzzled, the 
auditor watched closely and found that the 
cheques were entered in the pass book in 
exactly the same order as the cash book. 
He called for the secretary and shouted: 
‘*Who wrote up this pass book?’’ The 
secretary faltered: ‘‘There was no time for 
the bank to write up the pass book by the 
time vou called, so I wrote it up.’’ 





240 
End Pages—continued 


THE PERFECT SQUELCH (8) 


Churchill, the eighteenth century poet, 
in upbraiding Dr. Johnson for his tardi- 
ness in producing his edition of Shake- 
speare, said: 
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He for subscribers baits his hook, 

And takes your cash; but where’s they 
book? 

No matter where; wise fear, you know, 

Forbids the robbing of a foe; 

But what, to serve our private ends, 

Forbids the cheating of our friends? 


THE COMMISSIONER’S ORDERS 


In the golden age of taxation it was the 
custom of the Commissioner to issue In- 
come Tax Orders for the guidance of tax- 
payers. To me it is a matter of sincere re- 
egret that this wise practice has been aban- 
doned. Many provisions of the Act are 
made to depend upon ‘‘the opinion of the 
Commissioner,’’ and I, for one, believe that 
it would be a real help to taxpayers and 
would lead to a reduction in litigation if 
the Commissioner indicated to taxpayers 
the principles which guide him in the for- 
mation of his opinion. A typical example is 
provided by s. 66 (4) and s. 79 (4). 

Once upon a time a State Commissioner 
was discussing with a taxpayer’s represen- 
tative the provisions of the State Act deal- 
ing with the disallowance of directors’ fees 
where they exceed ‘‘an amount which, in 
the opinion of the Commissioner, is reason- 
able.’’ Between the Commissioner and the 
representative (whose name for the pur- 
pose of the story is Angus McAngus) there 
was that delightful rudeness which exists 
between old friends. Angus was singing 
the virtues of the director concerned in 
‘‘full-throated ease’’ and was denouncing 
the lousy and unethical sum allowed by the 
Commissioner, when the latter meekly in- 
terrupted and asked permission to read the 
section again. After reading it out slowly, 
the Commissioner added, ‘‘I have just 
made an important discovery about this 
section. I see it is made to depend upon the 
opinion of the Commissioner, and not on 
the opinion of Mr. Angus MeAngus.’’ I 
write for this journal under the pain of 
strict censorship, and am not permitted to 
quote the representative’s reply. 

Perhaps, like that of Frankie and 
Johnnie, this story has no moral. It does, 
however, make the position clear that un- 
less the Board of Review overrides the 
Commissioner’s opinion, that opinion is 
the law. It would, I believe, save corres- 
pondence and litigation if the general 
body of taxpayers were well acquainted 
with that branch of the law. 


I well realise that the issue of Routine 4 
Orders can be overdone. A delightful ex- 
ample of this has just come to hand from 
India. The Order reads as follows :— 

C. No. 35 (20) —IT/49. 
Central Board of Revenue, 
New Delhi, the 6th Sept., 1950, 
Subject: Salaries and allowance— 
Perquisite of rent-free accommoda- 
tion—Military personnel on active 
service. 

Under Explanation 1 to section 7 (1) of 
the Indian Ineome-Tax Act, 1922, the 
right of a person to occupy free of reat 
as a place of residence any premises pre 
vided by his employer is a perquisite for 
the purposes of this Section and is usually 
taken as 10% of the emoluments of the 
person concerned for the purposes of his 
income-tax assessment. It has been repre- 
sented that military personnel serving im 
forward operational areas and in isolated 
localities on the frontier and other posts 
are provided with rent-free accommoda- J 
tion consisting of dug-outs, trenches, = 
places in open fields and under the tres 
ete. As the accommodation furnished has 
no rental value, no addition should be 
made for income-tax purposes to the total 
income of the personnel concerned in res 
pect of the value thereof. Where, how 
ever, the accommodation provided has @ 
rental value or the value thereof can be 
ascertained, an addition therefor should 
be made for income-tax purposes. 

(Sd.) PYARE LAL, 
Secretary, 
Central Board of Revenue. 

The correspondent who sent the ruling 
adds the following note :- 

“It appears that in the next war the 
soldieryv will have to consider whether 
they will accept a posting to a toddy palm @ 
(which of course has a rental value) as@ 
sniper or whether they will insist on @@ 
dug-out or a slit trench!” 

The unintentional solemnity of the rab 
ing is almost unbelievable. 








